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L CONSOLIDATED EINANCIAL STATEMENTS
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Management’'s Responsibility for Financial information

The management of The Bank of Nova Scotia {the Bank) is respon-
sible for the integrity and fair presentation of the financial informa-
tion contained in this Annual Report. The consolidated financial
statements have been prepared in accordance with Canadian
generally accepted accounting principles. The consolidated financial
statements also comply with the accounting requirements of the
Bank Act.

The consolidated financial statements, where necessary, include
amounts which are based on the best estimates and judgement of
management. Financial information presented elsewhere in this
Annual Report is consistent with that shown in the consolidated
financial statements.

Management has always recognized the importance of the Bank
maintaining and reinforcing the highest possible standards of
conduct in all of its actions, including the preparation and dissemi-
nation of statements fairly presenting the financial condition of the
Bank. In this regard, management has developed and maintains a
system of accounting and reporting which provides for the neces-
sary internal controls to ensure that transactions are properly
authorized and recorded, assets are safeguarded against unautho-
rized use or disposition, and liabilities are recognized. The system is
augmented by written policies and procedures, the careful selection
and training of qualified staff, the establishment of organizational
structures providing an appropriate and well-defined division of
responsibilities, and the communication of policies and guidelines of
business conduct throughout the Bank.

The system of internal controls is further supported by a profes-
sional staff of interna! auditors who conduct periodic audits of all
aspects of the Bank’s operations. As well, the Bank’s Chief Auditor
has full and free access to, and meets periodically with, the Audit
and Conduct Review Committee of the Board of Directors. In

Rick Waugh
President and Chief Executive Officer

Toronto, Movember 29, 2005

Sharehoiders’ Auditors’ Report

HOGE LOUE
We have audited the Consolidated Balance Sheets of The Bank of
Nova Scotia as at October 31, 2005 and 2004, and the Consoli-
dated Statements of Income, Changes in Shareholders’ Equity and
Cash Flows for each of the years in the three-year period ended
October 31, 2005. These financial statements are the responsibility
of the Bank’s management. Our responsibility is to express an
opinion on these financial staternents based on our audits.

We conducted our audits in accordance with Canadian gener-
ally accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance whether
the financial statements are free of material misstatement. An audit

To the dhareiy

KPMG LLP
Chartered Accountants

Scotiabank 2005 Annual Report

addition, the Bank’s compliance function maintains policies, proce-
dures and programs directed at ensuring compliance with regulatory
requirements, including conflict of interest rules.

The Office of the Superintendent of Financial Institutions,
Canada, which is mandated to protect the rights and interests of
the depositors and creditors of the Bank, examines and enquires
into the business and affairs of the Bank, as deemed necessary, to
determine whether the provisions of the Bank Act are being
complied with, and that the Bank is in a sound financial condition.

The Audit and Conduct Review Committee, composed entirely
of outside directors, reviews the consclidated financial statements
with both management and the independent auditors before such
statements are approved by the Board of Directors and submitted to
the shareholders of the Bank.

The Audit and Conduct Review Committee reviews and reports
their findings to the Board of Directors on all related party transac-
tions that may have a material impact on the Bank.

KPMG LLP and PricewaterhouseCoopers LLP, the independent
auditors appointed by the shareholders of the Bank, have audited
the consolidated financial statements of the Bank in accordance with
Canadian generally accepted auditing standards and'have expressed
their opinion upon completion of such audit in the following report
to the shareholders. In order to provide their opinion on these
consclidated financial statements, the Shareholders’ Auditors review
selected aspects of the system of internal controls and conduct their
work to the extent that they consider appropriate. The Shareholders’
Auditors have full and free access to, and meet periodically with, the
Audit and Conduct Review Committee to discuss their audit,
including any findings as to the integrity of the Bank’ accounting,
financial reporting and related matters.

Luc A. Vanneste
Executive Vice-President
and Chief Financial Officer

includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall
financial statement presentation.

In our opinion, these consolidated financial statements present
fairly, in all material respects, the financial position of the Bank as at
October 31, 2005 and 2004, and the results of its operations and
its cash flows for each of the years in the three-year period ended
October 31, 2005 in accordance with Canadian generally accepted
accounting principles.

PricewaterhouseCoopers LLP
Chartered Accountants

Toronto, November 29, 2005
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Consolidated Balance Sheet

As at October 31 (3 millions) 2005 2004
Assets

Cash resources

Cash and non-interest-bearing deposits with banks $ 2501i% 1,921
Interest-bearing deposits with banks ' 15,182 12,932

Precious metais ‘ : 2,822 2,302
o Co 20,505 17,155

Securities (Note 3) ‘
Investment ‘ 23,452 15,717
Trading ) 50,007 43,056
73,459 58,773

Loans (Note 4)

Residential mortgages o ’ 75,520 69,018
Personal and credit cards S 34,695 30,182
Business and government R ' ' 62,681 57,384
Securities purchased under resale agreements : 20,578 17,880
i ’ 193,474 | 174,464
Allowance for credit losses (Note 5 (b)) ' 2,469 2,696
' a 191,005 | 171,768

Other ‘
Customers' lisbility under acceptances : ' 7,576 7,086
Trading derivatives’ market valuation (Note 23 (d)) ) ' B ' 11,822 14,198
Land, buildings and equipment (Note 7) “ ’ 1,934 1,872
Goodwill (Note 8) ‘ ‘ - 498 261
Other intangible assets (Note 8) ’ 235 240
Other assets (Note 9) ' . ’ 7,191 L 7,859

29,056 31,516
$ 314,025 ; $ 279,212

Personal . oo ) 1% 83953 1% 79020
Business and government . 109,389 94,125
Banks 24,103 22,051
217,445 195,196
Other
Acceptances - 7,576 7,086
Obligations related to securities sold under repurchase agreements 26,032 19,428
Obligations related to securities sold short 11,250 7,585
Trading derivatives’ market valuation (Note 23 (d)) 11,193 14,054
Other liabilities {(Note 11) 20,794 15,733
Non-controlling interest in subsidiaries 306 280
77,151 64,166
Subordinated debentures (Note 12) 2,597 2,615
Capital instrument liabilities (Note 13) _ . : 750 2,250
Shareholders’ equity.
Capital stock (Note 14) Coe
Preferred shares e . 600 300
Common shares and contributed surplus o - - 3,317 3,229 .
Retained earnings . . 14,126 13,239
Cumulative foreign currency translation (1,961) (1,783)

16,082 14,985
$ 314,025 | § 278,212

Arthur R.A. Scace Rick Waugh
Chairman of the Board . President and Chief Executive Officer

(1) Certain comparative amounts have been retroactively restated for new CICA accounting requirements relating to the distinction between equity and liability instruments.

The accompanying notes are an integral part of these consolidated financial statements,
Scotiabank 2005 Annua! Report 93
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Consolidsted Statement of Income

For the year ended October 31 ($ millions) 2005 2004 20037
terest Incomes

Loans $ 10,053 13 9074 $ 9945
Securities 3,104 2,662 2,859
Deposits with banks 646 441 442

13,803 12,177 13,246

interast expense

Deposits 5,755 4,750 5,222
Subordinated debentures 134 112 139
Capital instrument liabilities 53 164 182
Other 1,990 1,410 1,735
7,932 6,476 7,278
Net interest income - 5,871 5,701 5,968
Provision for credit losses (Note 5 (b)) 230 390 893
Net interest income after provision for credit losses 5,641 5,311 5,075
Onher wncome
Card revenues 251 231 204
Deposit and payment services 701 646 583
Mutual funds 193 171 161
Investment management, brokerage and trust services 600 504 455
Credit fees o 542 583 684
Trading revenues - ) 594 476 501
Investment banking 680 648 673
Net gain on investment securities (Note 3) 414 477 159
Securitization revenues 79 11 140
Other : 475 473 445
. . 4,529 4,320 4,015
Net interest and other income 10,170 9,631 9,090

Nar-interest expenses

Salaries and employee benefits 3,488 3,452 3,361
Premises and technology 1,148 1,139 1,156
Communications 255 248 251
Advertising and business development 232 210 199
Professional 186 163 141
Business and capital taxes 147 142 144
Other 587 508 479

' 6,043 5,862 5,731
Income before the undernoted 4127 3,769 3,359
Provision for income taxes (Note 16) 847 786 777
Non-controlling interest in net income of subsidiaries 71 75 160
Net income $ 3209 (% 2908 $ 2422
Preferred dividends paid ] 25 16 16
Net income available to common shareholders $ 3184 1% 2892 $ 2,406

Average number of common shares outstanding (millions)® (Note 18):

Basic 998 1,010 1,010

Diluted 1,012 1,026 1,026
Earnings per common share (in dollarsy™* (Note 18):

Basic $ 319 1% 287 % 2.38

Diluted $ 315 | § 282 % 234
Dividends per common share (in dollars)? $ 132 (% 110 § 0.84

(1) Certain comparative amounts have been retroactively restated for new CICA accounting requirements relating 1o the distinction between equity and {ability instruments.
(2} Amounts have been retroactively adjusted to reflect the stock dividend paid April 28, 2004, of one common share for each issued and outstanding cammon share.

The stock dividend had the same effect as a two-for-one stock split,
(3) The calculation of earnings per share is based on full doliar and share amounts.

The accompanying notes are an integral part of these consolidated financial statements.

¢4 Scotiabank 2005 Annual Report
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Consolidated Statement of Changes in Shareholders’ Equity

For the year ended October 31 (§ millions) 2005 2004 2003
Preferred shares (Note 14)

Balance at beginning of year - . $ 300 : $ 300 3% 300
Issued 300 - -
Balance at end of year - _ 600 300 300

Common share

Common shares (Note 14):

Balance at beginning of year 3,228 3,140 3,002
Issued o 172 17 163
Purchased for cancellation- - ¢ (84) (29) (25)
Balance atend of year  © - 3,316 3,228 3,140
Contributed surplus: Fair value.of stock options (Note 15) 1 1 1
Total S 3,317 3,229 3,141
Retained earnings
Balance at beginning of year 13,239 11,747 10,398
Net income 3,209 2,908 2,422
Dividends: Preferred (25) (16) (16)
Common . (1,317) (1,110 (849)
Purchase of shares (973) (290) (201)
Other : &) - (7)
Balance at end of year 14,126 13,239 11,747
Curnulat ion currengy transiation .
Balance at beginning of year (1,783) (1,074 102
Net unrealized foreign exchange. translation losses™ (178) (709) (1,176)
Balance at endof year co (1,961) (1,783) (1,074)
Total shareholders’ équity at end of year $ 16082 13 14,985 $ 14,114

{1} Certain comparative amounts have been retroactively restated for new CICA accounting reguirements relating to the distinction between equity and liability instruments,
{2) Comprises unrealized foreign exchange translation losses on net investments in self-sustaining foreign operations of $(416) (2004 - $(1,085); 2003 - ${2,185)) and gains
from related foreign exchange hedging activities of $238 (2004 - $376; 2003 - $1,009).

The accompanying notes are an integral part of these consolidated financial statements.

Scotiabank 2005 Annual Report $5
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Consolidated Statement of Cash Flows
Sources and (uses) of cash fiows

For the year ended October 31 (3 millions) 2005 2004 2003
Cash y operating activities
Net income $§ 3209 :$ 2908 § 2422
Adjustments to net income to determine cash flows:
Depreciation and amortization 202 216 237
Provision for credit losses 230 390 893
Future income taxes (231) (87) {(108)
Net gain on investment securities (414) (477) (159)
Net accrued interest receivable and payable (204) (103) 406
Trading securities (7,014) (1,514) (10,218}
Trading derivatives’ market valuation, net (400) 350 (375)
Other, net 1,300 (718) (244)
(3,322) 965 (7,146)
Deposits _ 22,282 8,106 10,941
Obiigations related to securities sold under repurchase agreements 6,676 (8,011 722
Obligations related to securities sold short 3,693 (1,528) 653
Subordinated debentures redemptions/repayments - - (1,059}
Capital instrument liabilities issued -~ - 750
Capital instrument liabilities redemptions/repayments ~ (260) (494)
Capital stock issued 416 114 163
Capital stock redeemed/purchased for cancellation (1,057) (319 (226)
Cash dividends paid (1,342) (1,126) (865)
Other, net 806 (230) (1,165)
31,474 (3,254) 9,420
Interest-bearing deposits (2,814) 3,483 (2,061
Loans, excluding securitizations (23,910) (7,998) (303
Loan securitizations 2,153 3,514 2,443
Investment securities:
Purchases (26,200) (24,471) (26,566)
Maturities 12,955 14,742 10,685
Sales 10,724 14,384 15,168
Ltand, buildings and equipment, net of disposals (168) (228) (135
Other, net? (276) (59) (449)
{27,536) 3,367 {1,818}
Effect of exchange rate changes on cash and cash equivalents (36) (54) (148)
Net change in cash and cash equivalents® 580 1,024 308
Cash and cash equivalents at beginning of year 1,921 897 589
Cash and cash equivalents at end of year $ 2501 % 1,921 § 397
Represented by:
Cash and non-interest-bearing deposits with banks $ 2501 % 1,821 § 1,373
Chegues and other items in transit, net liability® - - (476)
Cash and cash equivalents at end of year $ 2501 i$ 1921 $ 897
Cash disbursements made for;
Interest $ 8142 i$ 6581 § 7,153
Income taxes $ 907 9% 751 % 414

(1} Certain comparative amounts have been retroactively restated for new CICA accounting requirements relating to the distinction between equity and flapility instruments.
(2} Comprises investments in subsidiaries which are net of non-cash consideration consisting of common shares issued from treasury of $49 (2004 — nil; 2003 - nil) and

cash and cash equivalents at the date of acquisition of $17 (2004 - nil; 2003 ~ $38).

(3) Inthe fourth quarter of 2004, the Bank prospectively changed the balance sheet presentation of certain types of cheques and other items in iransit. These items are
recorded gross in different asset and liability categories, whereas previously these items were recorded net in cheques and other items in transit in other liabilities in the
Consolidated Balance Sheet. This change in balance sheet presentation aiso resuited in certain types of cheques and other items in transit no longer being classified as
part of cash and cash equivalents and had the effect of increasing the 2004 net change in cash and cash equivalents by $519. These changes resulted from a new
Caradian Institute of Chartered Accountants’ standard for financial reporting, which eliminated industry practice as a source of generally accepted accounting principles.

The accompanying notes are an integral part of these consofidated financial statements.

9% Scotiabank 2005 Annual Report
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1. Significant accounting policies

The consolidated financial statements of The Bank of Nova Scatia (the
Bank) have been prepared in accordance with Section 308 of the
Bank Act which states that, except as otherwise specified by the
Superintendent of Financial Institutions Canada (the Superinten-
dent), the financial statements are to be prepared in accordance
with Canadian generally accepted accounting principles (GAAP). The
significant accounting policies used in the preparation of these
consolidated financial statements, including the accounting require-
ments of the Superintendent, are summarized on the following
pages. These accounting policies conform, in all material respects, to
Canadian GAAP. In addition, Note 25 describes and reconciles the
significant measurement differences between Canadian.and U.S.
GAAP affecting the accompanying consolidated financial statements.

The preparation of financial statements in conformity with GAAP
requires management to make estimates and assumptions that affect
the reported amount of assets and liabilities at the date of the financial
statements, and income and expenses during the reporting period. Key
areas where management has made difficult, complex or subjective
judgements, often as a result of matters that are inherently uncertain,
include those relating to the allowance for credit losses, the fair value
of financial instruments, corporate income taxes, pensions and other
employee future benefits, other-than-temporary impairment of invest-
ment securities and determination of the primary beneficiary of a
variable interest entity (VIE). Actual resuits could differ from these and
other estimates.

Certain comparative amounts have been reclassified to conform
with current year presentation. Where new accounting policies have
been adopted during the year, the effects of these changes have
been discussed in the respective notes.

The consohdated fmanc:al statements include the assets, liabilities,
results of operations and cash flows of the Bank and all of its
subsidiaries after the elimination of intercompany transactions and
balances. Subsidiaries are defined as corporations controlled by the
Bank, which are normally corporations in which the Bank owns more
than 50% of the voting shares. .

Investments where the Bank has mgmﬁcant influence, which is
normelly evidenced by direct or indirect ownership of between 20%
and 50% of the voting shares, are accounted for using the equity
method and are included in investment securities in the Consoli-
dated Balance Sheet. The Bank's share of earnings of such carpora-
tions is included in interest income — securities in the Consolidated
Statement of income.

Change in accounting policy:
Effective November 1, 2004, the Bank adopted a new accounting
guideline issued by the Canadian Institute of Chartered Accountants
(CICA), which requires consolidation of VIEs by the primary benefi-
ciary. An entity is a VIE when, by design, one or both of the
following conditions exist: (a) total equity investment at risk is insuf-
ficient to permit the entity to finance its activities without additiona!
subordinated support from others; (b) as a group, the holders of the
equity investment at risk lack certain essential characteristics of a
controlling financial interest. The VIE guideline also exempts certain
entities from its scope. The primary beneficiary is the enterprise that
absorbs or receives the majority of the VIE's expected losses,
expected residual returns, or both.

Investments in VIEs where the Bank has significant influence,
but where the Bank is not the primary beneficiary, are accounted for
using the equity method.

2% Scotiabank 2005 Annual Report

On adoption of this new accounting guideline, the Bank
assessed that it was the primary beneficiary of multi-seller commer-
cial paper conduit programs which it administers, and consclidated
these conduits in its financial statements. As a result, investment
securities, personal and credit card loans, and other liabilities on the
Consolidated Balance Sheet increased by $5 billion, $3 billion, and
$8 billion, respectively. Refer to Note 6 for total asset balances as at
October 31, 2005.

The Bank also assessed that it is not the primary beneficiary of
Scotiabank Capital Trust. As a result, on adoption of this new
accounting guideline, the Bank deconsolidated this entity on a
prospective basis, with the effect of reclassifying $1.5 billion of obli-
gations to business and government deposit liabilities from capital
instrument liabilities in the Consolidated Balance Sheet.

There were other structures that the Bank consolidated on
adoption of this new accounting guideline, However, the resulting
increase in total assets and liabilities was insignificant. The adoption
of this new accounting guideline did not affect net income available
to common shareholders or .earnings per share.

Accounting standard setters continue to deliberate issues associ-
ated with the VIE guideline. As these issues are addressed and revi-
sions to the accounting guidance are made, the effects of this new
guideline, as described above, may change in future.

Transiation of o
Foreign currency monetary assets and liabilities of the Bank’s
integrated foreign operations, and all foreign currency denominated
assets and liabilities of its self-sustaining foreign operations are
translated into Canadian dollars at rates prevailing at the end of the
financial period. Foreign currency non-monetary assgts and liabilities
of the Bank’s integrated foreign operations are transiated into
Canadian dollars at historical rates,

Unrealized gains and losses arising upon transiation of net
foreign currency investment positions in self-sustaining branches,
subsidiaries and associated corporations, together with any gains or
losses arising from hedges of those net investment positions, are
credited or charged to cumulative foreign currency translation in the
Consclidated Balance Sheet, except as noted below. Upon sale,
reduction or substantial liquidation of an investment position, the
previously recorded unrealized gains or losses thereon are trans-
ferred from cumulative foreign currency translation in the Consoli-
dated Balance Sheet to the Consolidated Statement of Income.

Translation gains and losses arising in the Bank’s integrated foreign
operations, as well as those arising from self-sustaining foreign opera-
tions in highly inflationary environments, if any, are included in other
income-trading revenues in the Consolidated Staterment of income.

Revenues and expenses denominated in foreign currencies are
translated using average exchange rates, except for depreciation
and amortization of foreign currency denominated buildings, equip-
ment and leasehold improvements of the Bank's integrated foreign
operations, which are translated using historical rates.

Frecions
Precious metals are carried at market value and are included in cash
resources in the Consolidated Balance Sheet. The liability arising
from outstanding certificates is also carried at market value and
included in other liabilities in the Consolidated Balance Sheet.

Securities are held in either the investment or trading portfolio. Invest-
ment securities comprise debt and equity securities held for liquidity
and longer-term investment. Equity securities in which the Bank’s
holdings of voting shares are less than 20% are carried at cost, except
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where significant influence is demonstrated. Debt securities held in the
investment account are carried at amortized cost with premiums and
discounts being amortized to interest-income — securities over the
period to maturity. When there has-been a decline in value of debt or
equity securities that is other than temporary, the carrying value of the
securities is appropriately reduced: Such reductions, if any, together
with gains and losses on disposals; which are determined:on an
average cost basis, are included in other income — net gain on
investment securities in the Consolidated Statement of Income.
Trading securities are intended to be held for a short period of time
and are carried at market value. Gains and-losses on-disposal and adjust-
ments 1o market value are included in other income — trading revenues
in the Consolidated Statement of Income. Where securities are used to
mariage the volatility of stock-based compensation, gains and losses on
disposal and adjustments to market value are included in salaries and
empioyee benefits expense in the Consolidated Statement of Income.

The purchase and sale of securmes under resa\e and repurchase
agreements are treated as collateralized lending and borrowing
transactions and are recorded at cost. The related interest income
and interest expense are recorded on an accrual basis.

The Bank S obhgatlon to dehver securities sold that wére not owned
at the time of sale is recorded at fair value. Realized and unrealized
gains and losses are recorded in other income ~ 'trading revenues in
the Consclidated Statement of Income. Interest expense accruing on
debt securities sold short is recorded in interest expense in‘the
Consolidated Statement of income.

Ltoans

Loans are stated net of any unearnedsincome and of an allowance
for credit losses. Interest income is accounted for on the accrual
basis for all loans other than impaired loans, Accrued interest is
included in other assets in the Consolidated Balance Sheet.

A loan is classified as impaired when, in management’s opinion,
there has been a deterioration in credit guality to the extent that there
is no longer reasonable assurance of timely collection of the full
amount of principal and interest. If a payment on a loan is contractually
90 days in arrears, the loan will be dassified as impaired, if not already
classified as such, unless the loan i is fully secured, the collection of the
debt is in process, and the collection efforts are reasonably expected to
result in repayment of the loan or in restoring it to & current status
within 180 days from the date a payment has become contractually in
arrears. Finally, a loan that is contractually 180 days in arrears is classi-
fied as impaired in all situations, except when it is guaranteed or
insured by the Canadian government, the provinces or a Canadian
government agency; such loans are classified as impaired if the loan is
contractually in arrears for 365 days. Any credit card loan that has a
payment that is contractually 180 days in arrears is written off.

When a loan is classified as impaired, recognition of interest
ceases. Interest received on impaired loans is credited to the carrying
value of the loan. ' :

Loans are generally returned to accrual status when the timely
collection of both principal and interest is reasonably assured and alt
delinguent principal and interest payments are brought current.

Foreclosed assets received after April 30, 2003, meeting specified
criteria are considered to be held for sale and recorded at fair value
less costs 1o sell. If the specified criteria are not met, the asset is
considered to be held for use, measured initially at fair value and
accounted for in the same manner as a similar asset acquired in the

normal course of business. Prior to May 1, 2003, foreclosed assets
were included in impaired loans and presumed to be held for sale.

Loan fees are recognized in interest income over the appropriate
lending or commitment period. Mortgage prepayment fees are
recognized in interest income when received, unless they relate to a
minor modification to the terms of the mortgage, in which case the
fees are deferred and amortized over the remaining period of the
original mortgage. Loan syndication fees are included in credit fees
in other income when the syndication is completed.

/\

ance for cradin fosses

The Bank maintains an allowance for credit losses which, in manage-
ment’s opinion,:is adequate to absorb all incurred credit-related losses in
its portfolio of the following on-and off-balance sheet items: deposits
with banks, securities purchased under resale agreements, loans, accept-
ances and other indirect credit commitments, such as letters of credit
and guarantees. The allowance for credit losses consists of specific
allowances and a general allowance which are reviewed on a regular
basis. Full or partial write-offs of loans are generally recorded when
management believes there is no realistic prospect of full recovery. Actual
write-offs, net of recoveries, are deducted from the allowance for

credit losses. ‘

Specific allowances

Specific allowances, except those relatmg to credit card loans,
certain personal loans and certain international residential mort-
gages, are determined 6n an item-by-item basis and reflect the
associated estimated credit loss. In the case of loans, the specific
allowance is the amount that is required to reduce the carrymg vaiue
of an lmpaured loan to its estimated realizable amount. Generally,
the estimated realizable amount is determined by discounting the
expected future cash flows at the effective interest rate inherent in
the loan at the date of impairment. When the amounts and timing
of future cash flows cannot be measured with reasonable reliability,
either the fair value of any security underlying the loan, net of
expected costs of: realization and any amounts legally required to be
paid to the borrower, or the observable market price for the loan is
used to measure the estimated realizable amount. The change in the
present value attributable to the passage of time on the expected
future cash flows is reported as a reduction of the provision for credit
losses in the Consolidated Statement of Income. Specific allowances
for credit card loans, certain personal loans and certain international
residential. mortgages are calculated using a formula method taking
into account recent loss experience. The allowance for credit losses
against on-balance sheet items is reflected as a reduction of the related
asset category, and allowances relating to off-balance sheet items are
included in other liabilities in the Consolidated Balance Sheet.

General allowance :
The general allewance is estabhshed against the loan portfolio in
respect of the Bank'’s core business.lines where prudent assessment by
the Bank of past experience and-existing economic and portfolio
conditions indicate that it.is probable that losses have occurred, but
where such losses cannot be determined on an item-by-item basis.
The general allowance for business and government loans is
underpinned by a risk rating process in which internal risk ratings are
assigned at the time of loan origination, monitored on an ongoing
basis, and adjusted to reflect changes in underlying credit risk. With
the internal risk ratings as the foundation, the allowance is initially
calculated through the application of migration and default statistics
by risk rating, loss severity in the event of default, and exposure at
default patterns within each of the business line portfolios. Based
upon recent observable data, senior management forms a judgement

Scotiabank 2005 Annual Report
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whether adjustments are necessary to the initially calculated (quantita-
tive) allowance and the amount of any such adjustments. In making
this judgement, management considers observable factors such as
economic trends and business conditions, portfolio concentrations,
and trends in volumes and severity of delinguencies.

For personal loan, credit card and mortgage portfolics, expected
losses are estimated through analysis of historical loss migration and
write-off trends.

The level of the general allowance is re-assessed quarterly and may
fluctuate as a result of changes in portfolio volumes, concentrations and
risk profile; analysis of evolving trends in probability of loss, severity of
loss and exposure at defauit factors; and management's current assess-
ment of factors that may have affected the condition of the portfolic.

While the total general allowance is established through a step-
by-step process that considers risk arising from specific segments of
the portfolio, the resulting total general allowance is available to
absorb all incurred losses in the loan portfolio that have not been
specifically provided for.

The general allowance for credit losses is recorded as a reduction
of loans in the Consolidated Balance Sheet.

of loans

Transfers of loans to unrelated parties are treated as sales provided
that control over the transferred loans has been surrendered and
consideration other than beneficial interests in the transferred loans
has been received in exchange. If these criteria are not satisfied, then
the transfers are treated as financing transactions. !f treated as sales,
the loans are removed from the Consolidated Balance Sheet and a
gain or loss is recognized in income immediately based on the
carrying value of the loans transferred, allocated between the assets
sold and the retained interests in proportion to their fair values at the
date of transfer. The fair values of loans sold, retained interests and
recourse liabilities are determined using either quoted market prices,
pricing models which take into account management’s best estimates
of key assumptions such as expected losses, prepayments and
discount rates commensurate with the risks involved, or sales of
similar assets. Where the Bank continues to service the loans sold, a
servicing liability or asset is recognized and amortized over the serv-
icing period as servicing fees.

Retained interests in securitizations that can be contractually prepaid
or otherwise settled in such a way that the Bank would not recover
substantially all of its recorded investment are classified in investment
securities in the Consolidated Balance Sheet. Such retained interests are
tested regularly for other-than-temporary impairment. When there has
been an adverse change in the expected cash flows and the fair value of
such retained interests is less than the carrying value, the retained
interest’s carrying value is reduced to that fair vaiue by a charge to securi-
tization revenues in the Consolidated Statement of Income. Other
retained interests are classified and accounted for as loans.

For securitizations of loans, gains anid losses on sale and servicing
fee revenues are reported in other income = securitization revenues
in the Consolidated Statement of income. Where a servicing liability
or asset is recognized, the amount is recorded in other liabilities or
other assets in the Consolidated Balance Sheet.

For the sale of performing loans (other than by way of securitiza-
tion), which is one of the Bank's credit risk management strategies, gains
and losses are reported in other income — other, Gains and {osses on
sales of impaired loans are reported in the provision for credit losses in
the Consolidated Statement of Income.

The Banks potentlal liability under acceptances is reported as a liability
in the Consolidated Balance Sheet. The Bank has equivalent claims
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against its customers in the event of a call on these commitments,
which are reported as an asset. Fees earned are reported in other
income - credit fees in the Consolidated Statement of Income.

o
Land, Bl

Land is carned at cost Burldmgs equipment and computer software,
and leasehold improvements are carried at cost less accumulated
depreciation and amortization. Depreciation and amortization are
calculated using the straight-line method over the estimated useful
life of the related asset as follows: buildings — 40 years, equipment
and computer software — 3 to 10 years and leasehold improvements ~
term of lease. Prior to November 1, 2003, computer software was
expensed as incurred. This change was made following the CICA’s
elimination of industry practice as a source of GAAP and did not have
a material impact on the Bank’s results of operations for fiscal 2004.

Net gains and losses on disposal are included in other income - other,
in the Consolidated Statement of income, in the year of disposal.

Goodw:ll is the excess of the purchase price paid over the fair value
of the net assets purchased in the acquisition of a subsidiary or a VIE
that is & business where the Bank is the primary béneficiary.

Goodwill and other intangible assets with indefinite useful lives
are not amortized, but are subject to impairment tests on at least an
annual basis. Goodwill is allocated to reporting units and any poten-
tial goodwill impairment is identified by comparing the carrying value
of a reporting unit with its fair value. If any potential impairment is
indicated, then it is quantified by comparing the carrying value of
goodwill to its fair value, calculated as the fair value of the reportmg
unit less the fair value of its assets and liabilities.

intangible assets, other than'goodwill, which do not have indefi-
nite useful lives are amortized on a straight-line basis over their
useful lives not exceeding 20 years. These intangible assets are
subject to an impairment test when events and circumstances indi-
cate the carrying amounts may not be recoverable. The amortization
of intangible assets is recorded in other non-interest expenses in the
Consolidated Statement of Income. :

Change in accountlng pohcy

Effective November 1, 2004, the Bank, as required, retroactively
adopted, with restatement of prior periods, a new pronouncement
issued by the CICA amending the accounting for certain financial
instruments that have the characteristics of both a liability and
equity. This pronouncement requires those instruments that must
or can be settled by issuing a variable number of the issuer’s

own equity instruments to be preéented as liabilities rather than

as equity.

This pronouncement affected $2 billion of Scotiabank Trust
Securities issued through BNS Capital Trust and Scotiabank Capital
Trust, and $250 million of preferred shares |ssued by Scotia Mort-
gage Investment Corporation. These instruments were retroactively
reclassified from non-controlling interest in subsidiaries and share-
holders’ equity, respectively, to capital instrument liabilities. As well,
for fiscal 2004 disbursements of $164 million (2003 - $182 million)
associated with these instruments were retroactively reclassified as
interest expense, whereas prior to fiscal 2005, such disbursements
were recorded as non-controlling interest in net income of
subsidiaries of $134 million (2003 - $120 million) and preferred divi-
dends of $23 million (2003 - $55 million), net of provision for
income taxes of $7 million (2003 - $7 million).

Furthermore, effective November 1, 2004, in accordance with
a new Canadian accounting pronouncement related to VIEs,
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$1.5 billion of Scotiabank Trust Securities were reclassified
prospectively to deposit liabilities in the Consolidated Balance Sheet
(see the above changes in accounting policy regarding the basis

of consolidation).

In all cases, there was no change to net income available to
common shareholders or earnings. per share. As well, the Bank's
regulatory capital ratios were not affected, as the Bank's innovative
Tier 1 capital instruments remain eligible as Tier 1 capital for regule-
tory purposes. '

The Bank fol’ows the asset and habilxty method of accounting for
corporate income taxes. Under this.method, future tax assets and
liabilities represent the cumulative amount of tax applicable to
temporary differences between the carrying amount of the assets and
liabilities, and their values for tax purposes. Future tax assets and
liabilities are measured using enacted or substantively enacted tax
rates expected to apply to taxable income in the years in which those
temporary differences are expected 1o be recovered or settled.
Changes in future income taxes related to a change in tax rates are
recognized in income in the period in which the tax change was
enacted or substantively enacted.

Future tax assets and liabilities are included in other assets and
other liabilities in the Consolidated Balance Sheet.

Derivat :
Denvatlve instruments are fmanoal contracts whose value is derived
from interest rates, foreign exchange rates or.other financial or
commuodity indices. Most derivative:instruments can be character-
ized as interest rate contracts, foreign exchange.and gold contracts,.
commaodity contracts, equity contracts or credit contracts. Derivative
instruments are either exchange-traded contracts or negotiated
over-the-counter contracts. Exchange-traded derivatives include
futures and option contracts. Negotiated over-the-counter deriva-
tives include swaps, forwards and options,

The Bank enters into these derivative contracts for trading
purposes, as well as to manage its exposures, mainly to currency
and interest rate fluctuations, as part of the Bank’s asset/liability
management. Trading activities are undertaken to meet the needs of
the Bank's customers, as well as for the Bank's own account to
generate trading income,

Trading derivatives are carried at their fair values [refer to Note
23(d)]. The determination of the fair value of trading derivatives
includes consideration, on a portfolio basis, of customer credit risk
and ongoing direct costs over the life of the instruments. The gains
and losses resulting from changes in fair values are included in other
income - trading revenues in the Consolidated Statement of
Income. Unrealized gains and unrealized losses on trading deriva-
tives are reported separately in the Consolidated Balance Sheet as
trading derivatives’ market valuation.

Derivative instruments designated as "asset/liability manage-
ment” (non-trading) are those used to manage the Bank's interest
rate, foreign currency and other exposures. These include instru-
ments that meet specified criteria to be designated as hedges for
accounting purposes.

Effective November 1, 2003, the Bank adopted a new
accounting guideline for hedging relationships, issued by the CICA.
"This guideline establishes certain qualifying conditions for the use of

hedge accounting which are more stringent and formalized than
prior standards. The Bank formally documents all relationships
between hedging instruments and hedged items, as well as its risk
management objective and strategy for undertaking hedge transac-

TLHTENES

tions. This process includes linking all derivatives to specific assets
and liabilities on the Consolidated Balance Sheet or to specific firm
commitments or forecasted transactions. The Bank also formally
assesses both at the hedge’s inception, and on an ongoing basis,
whether the derivatives that are used in the hedging transactions
are highly effective in-offsetting changes in fair values or cash flows
of hedged items.

The Bank reassessed its hedging relationships as at November 1,
2003, which on transition resuited in an associated unrealized net loss
of $44 million from asset/liability management derivatives that did not
qualify for hedge accounting under the new criteria. This amount was
deferred in other assets in the Consolidated Balance Sheet, and is
being recognized in earnings as the original hedged items affect net
income. The adoption of this accounting guideline did not have a
material impact on the Bank’s results of operations for fiscal 2004.

Incorne and expenses on derivative instruments designated and
qualifying as hedges are recognized in the Consolidated Statement of
Income in the same period as the related hedged item. If a designated
hedge is no longer effective, the associated derivative instrument is.
subsequently carried at fair value. Assetfiiability management derivatives
that do not qualify for hedge accounting are carried at fair value in the
Consolidated Balance Sheet, and subsequent changes in their fair
value are recorded in the Consolidated Statement of Income as
foliows: interest rate-related contracts in net interest income; options‘
used in managing investment securities in net gain on investment
securities; and other derivative contracts in other income - other.
Accrued income and expenses, and deferred gains and losses are
included in other assets and other liabilities, as appropriate, in the

Consolidated Balance Shest.

Where the Bank manages its exposures using written credit
default swaps, these derivatives are carried at fair value with
changes in their fair value included in other income - other, in the
Consolidated Statement of Income. Where derivative instruments
are used to manage the volatility of stock-based compensation,
these derivatives are carried at fair value with changes in their fair
value included in salaries and embloyee benefits expense, in the
Consolidated Statement of Income.

Emplovee future benehits

The Bank provides pension and other future benefit plans for quali-
fied employees in Canada, the United States and other international
operations. Pension benefits are generally based on an employee’s
length of service and the final five years' average salary. Other
future benefits provided include post-retirement health care, dental
care and life insurance, along with post-employment benefits and
compensated absences.

The cost of these employee future benefits is actuarially determined
each year using the projected benefit-method prorated on service. The
calculation uses management's best estimate of a number of assump-
tions — including the long-term rates of investment return on plan assets,
future compensation, health care-costs, mortality, as well as the retire-
ment age of employees. The discount rate is based on market conditions
as at the calculation date. The expected return on plan assets is generally
based on a market-related value of plan assets, where gains or losses on
equity investments are recognized over three years; fixed income invest-
ments are recognized at market value. The Bank's main pension plan
uses a measurement date of August 31, while the other principal
employee future benefit plans use a July 31 date.

Past service costs, from plan amendments that impact previously
earned employee benefits, are amortized on a straight-line basis over the
estimated average remaining period to full benefit eligibility for active
employees. For the Bank’s principal pension plans, these periods range
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from 11 to 22 years. For principal other benefit plans, these periods range
trom 7 to 27 years. If the unrecognized net actuarial gain or loss is more
than 10% of the greater of the plan assets or benefit obligation at the
beginning of the year, the excess above this 10% threshold is generally
amortized over the estimated average remaining service period of
employees. For the Bank’s principal pension plans and principal other
benefit plans, these periods range from 11 to 22 years and from

7 to 27 years, respectively. A pension valuation allowance is recognized if
the prepaid benefit expense (the cumulative difference between pension
income/expense and funding contributions) is more than the Bank’s
expected future benefit.

The cumulative difference between pension income/expense and
funding contributions is included in other assets and other liabilities,
as appropriate, in the Consclidated Balance Sheet. The difference
between other future benefits expense and payments to qualified
plan members is included in other assets and other liabilities in the
Consolidated Balance Sheet.

wed comg ton

The Bank has stock option plans and other stock-based compensa-
tion plans for certain eligible employees and non-officer directors
that are described more fully in Note 15.

Employee stock options granted.after November 1, 2002, have
Tandem Stock Appreciation Rights (Tandem SARs),. which provide the
employee the choice to either exercise the stock option for shares, or to
exercise the Tandem SAR and thereby receive the intrinsic value of the
stock option in cash. Options with Tandem SARs are awards that may
call for settlement in cash and therefore, are recorded in other liabil-
ities in the Consolidated Balance Sheet. Changes in this liability,
which arise from fluctuations in the market price of the Bank's
common shares, are recorded in salaries and employee benefits
expense in the Consolidated Statement of Income on a graded
vesting basis. If an employee chooses to exercise the option, thereby
cancelling the Tandem SAR, both the exercise price and the accrued
liability are credited to common shares in the Consolidated Balance
Sheet,

The Bank’s other stock-based compensation plans are accounted
for in the same manner as stock options with Tandem SAR features.

The stock-based compensation expense is recognized evenly over an

applicable vesting period.

Stock options granted after November 1, 2002, to non-officer
directors do not have Tandem SAR features. These are expensed using
a fair-value-based method (Black-Scholes pricing model) and recorded
in other nen-interest expenses with a corresponding credit to
contributed surplus in the Consolidated Balance Sheet.

For stock options granted prior to November 1, 2002, the Bank
accounts for these options using the intrinsic method. Under this
method, the Bank does not recognize any compensation expense,
since the exercise price was set at an’amount equal to the closing price
on the day prior to the grant of thestock ogtions. When these stock
options are exercised, the proceeds received by the Bank are credited
10 common shares in the Consolidated Balance Sheet.

£
™
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2. Future accounting changes

The following summarizes future accounting policy changes that are
relevant to the Bank’s Consolidated Financial Statements subseguent
to October 31, 2005.

The CICA has issued three new standards: Financial instruments —
Recognition and Measurement, Hedges and Comprehensive Income.
These will be effective for the Bank on November 1, 2006, and
require the following:

Financial Instruments —~ Recognition and Measurement

All financial assets and liabilities wiil be carried at fair value in the
Consolidated Balance Sheet, except the following, which will be
carried at amortized cost: foans and receivables, certain securities
and non-trading financial liabilities. Realized and unrealized gains
and losses on financial assets and liabilities that are held for trading
will continue to be recorded in the Consolidated Statement of
Income. Unrealized gains and losses on financial assets that are held
as available for sale will be recorded in other comprehensive income
until realized, when they will be recorded in the Consolidated State-
ment of Income. All derivatives, including embedded derivatives that
must be separately accounted for, will be recorded at fair value in

-the Consolidated Balance Sheet,

" Hedges

In & fair value hedge, the change in fair value of the hedging deriva-
tive will be offset in the Consolidated Statement of Income against
the change in the fair value of the hedged item relating to the
hedged risk. In a cash flow hedge, the change in fair value of the
derivative to the extent effective will be recorded in other compre-
hensive income until the asset or liability being hedged affects the
Consolidated Statement of Income, at which time the related
change in fair value of the derivative will also be recorded in the
Consolidated Statement of Income. Any hedge ineffectiveness will

be recorded in the Consolidated Statement of Income.

Comprehensive Income

Unrealized gains 'and losses on financial assets that will be held as
available for sale, unrealized foreign currency translation amounts
arising from self-sustaining foreign operations, and changes in the
fair value of cash flow hedging instruments, will be recorded in a
Statement of Other Comprehensive Income until recognized in the
Consolidated Statement of Income. Other comprehensive income
will form part of shareholders’ equity.

The transitional impact of these new standards is not yet deter-
minable as it is dependent on the Bank’s outstanding positions,
hedging strategies and market volatility at the time of transition.
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3. Securities
Remaining term to maturity 2005 2004
Within Three to One to Over spec;\fjig Carrying ; Carrying
As at October 31 (3 miltions) 3 months 12 months 5 years 5 years maturiyy value value
Investment securities:
Canadian federal government debt® $ 1606 % 103§ 1,41 $ 14 3 - 1$ 31341 % 1,658
Canadian provincial and municipal debt - 350 30 17 - - 397 384
U.S. treasury and other U.S. agencies 6 59 1,498 1,466 - 3,029 1,386
Other foreign governments 977 808 912 1,875 - 4,572 4,363
Bonds of designated emerging markets 28 - 105 459 - 592 708
Other debt 1,926 669 5,286 1,088 - 8,969 4,353
Preferred shares — - -3 ~ 679% 682 760
Common shares - - - - 1,910 1,910 1,964
Associated corporations - - — 5 162 167 141
Total 4,893 1,669 9,232 4,907 2,751 23,452 15,717
Trading securities™: _ . '
Canadian federal government debt 736 1,1‘,5‘2 2,403 1,554 - 5,845 5,452
Canadian provincial and municipal debt 1,011 489 965 2,113 - 4,578 2,923
U.S. treasury and other U.S. agencies 3 ) - 670 174 - 847 711
Other foreign governments 758 . 1,504 3,273 270 - 5,805 5,226
Common shares - - - - 25,494 25,494 21,447
Other 1,984 902 3,086, 1,238 218 7,438 7,297
Total 4497 4,047 10,407 . 5,349 25,712. 50,007 43,056
Total securities $ 938 § 5716 $ 19639 . § 10,256 $ 28463 |{$ 73,459 : § 58773
Total by currency (in Canadian equivalent): . PR . o
Canadian dollar $ 4911 $-.2319 $ 6562 § 4335 - % 23207 i$ 41,3341 $ 34,200
U.S. doltar 1,929 © 706 8,531 | 4,273 5,006 20,445 14,528
Other currencies 2,545 2,691 4,546 . 1,648 . 250 11,680 10,045
Total securities $ 9, 385 -3 5 716 % 19,639, § 10256 § 28463 |$ 73,459 | $ 58773

(1) Includes securities retained by the Bank in connection with its morigage secumzauons The outstandmg balance of these mortgage-backed securities is $1,214 (2004 ~
nil} {refer to Note 4 (b))

Although these securities have no stated term, most provide the Bank with various means 10, retract or di spose of these shares on earlier dates.

Equity securities of associated corporations have no stated term, and as a result; haverbeen dassmed in xhe ‘No specific maturity” column.

Trading securities are carried at market va)ue

2)
3)
@

An analysis of unrealized gains and losses on investment securities is as follows:

2005 2004

Gross Gross  -Estimated Gross Gross Estimated

Carrying  unrealized  unrealized market Carrying unrealized unrealized market

As at October 31 (3 miilions) value gains losses value value gains losses value
Canadian federal government debt $ 3134 % 10 3% 18 $ 3,126} 31658 % - 3 - $1,658
Canadian provincial and municipal debt 397 - - 397 384 1 - 385
U.S. treasury and other U.S."agencies 3,029 - " 50 2,979 1,386 8 1 1,383
Other foreign governments 4,572 411 14 4,969 4,363 408 11 4,760
Bonds of designated emerging markets 592 286 - 878 708 360 2 1,066
Other debt 8,969 48 20 8,997 4,353 84 9 4,428
Preferred shares 682 21 9 694 760 31 11 780
Common shares 1,910 528 34 2,404 1,964 535 39 2,460
Associated carporations 167 - - 167 | 141 C - L - 141
Total investment securities $23,452 ¢ 1,304 $ 145 $24,611! $15717°'5 1,427 § 73 $17.,071

derivative instruments and other hedge amounts associated with
these securities is taken into account.

The net unrealized gain on investment securities of $1,159 million
(2004 - $1,354 million) decreases to a net unrealized gain of
$1,035 million (2004 - $1,048 million) after the net fair value of
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An analysis of net gain on investment securities is as follows;

For the year ended October 31 ($ milions) 2005 2004 2003
Realized gains § 5995 691 $ 492
Realized losses and impairment writedowns : 185 214 333
Net gain on investment securities 3 414 1§ 477 % 159
4. Loans
{a} Loans outstanding
The Bank’s loans, net of unearned income and the allowance for credit losses in respect of loans, are as follows™:
As at October 31 ($ millions) 2005 2004
Canada:
Residential mortgages $ 69,431 1§ 64,347
Personal and credit cards 30,122 26,296
Business and government 24,843 22,294
Securities purchased under resale agreements 11,683 11,450
136,079 | 124,387
United States:
Business, government and other 9,494 10,591
Securities purchased under resale agreements 6,052 3,174
15,546 13,765
Other International:
Personal lending 10,594 8,513
Business and government 28,411 24,543
Securities purchased under resale agreements 2,844 3,256
41,849 36,312
193,474 174,464
Less: allowance for credit losses 2,469 2,696
Total? $ 191,005 | $ 171,768

(1) Geographic segmentation of assets is based upon the location of the ultimate risk of the underlying assets.

(2) Loans denominated in U.S. doliars amount to $35,560 (2004 - $30,590) and loans denominated in other foreign currencies amount to $22,466 (2004 — $20,753).

(b} Sales of lvans through securitizations

The Bank securitizes residential mortgages through the creation of
mortgage-backed securities. The net gain on sale of the mortgages
resulting from these securitizations is recognized in securilization
revenues in the Consclidated Statement of Income. The key
weighted-average assumptions used to measure fair value at the

dates of securitization were a prepayment rate of 15.2% (2004 ~
15.6%; 2003 - 14.3%), an excess spread of 1.2% (2004 - 1.2%;
2003 - 1.4%), and a discount rate of 3.8% (2004 - 4.2%, 2003 -
4.3%). No credit losses are expected as the mortgages are insured.
The following table summarizes the Bank’s sales.

For the year ended Cctober 31 ($ millions} 2005 2004 2003
Net cash proceeds'” $ 215313 3514 § 2443
Retained interest 66 106 89
Retained servicing liability (14) (23) (16)

2,205 3,597 2,516
Residential mortgages securitized 2,161 3,537 2,467
Net gain on sale $ 44 | S 60 S 49

(1) Excludes insured morigages which were securitized and retained by the Bank of $1,452 (2004 and 2003 - nif). These assets are classified as investment securities and

have an outstanding balance of $1,214 (2004 and 2003 ~ nib) {refer to note 3).
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The key assumptions used in measuring the fair value of the retained interests for mortgages securitized and the sensitivity of the current fair
value of retained interests to @ 10% and 20% adverse change to these assumptions are as follows:

As at October 31 (§ millions) . 2005 2004
Carrying value of the retained interest ($) 212 209
Fair value of the retained interest ($) 216 222
Weighted average life (in years)ﬁ ' 3 . 4
Prepayment rate (%) 14.8 14.5
Impact on fair value of a 10% adverse change ($) (5) 0!
impact on fair value of a 20% adverse change ($) (9 (14)
Residual cash flow annual discount rate (%) 3.3-4.2 3.0-45
Impact on fair value of a 10%. adverse change ($) M (@)
Impact on fair value of a 20% adverse change ($) (3) 4)
Excess spread (%) T 1.2 1.3
Impact on fair value of a 10% adverse change ($) (20 (20)
Impact on fair value of a 20% adverse change (§) {39) (40)

The sensitivity measures above are hypothetical and should be used
with caution. Other sensitivity estimates should not be extrapolated
from those presented above since the relationship between the
change in the assumption to the change in fair value is not linear.

the fair value of the retained interests is calculated without
changing any other assumption; however, the factors are not inde-
pendent and the actual effects could be magnified or counteracted
from the sensitivities presented.

in addition, changes in a particular assumption and the effect on

Information on total securitized loan assets' is summarized as follows:

2005 2004 2003
Qutstanding  Impaired and Net credit Outstanding  Impaired and Net credit Outstanding impaired and Net credit
securitized other past due losses for securitized  other past due losses for securitized  other past due losses for
loans as at loans as at  the year ended toans as at loans as at  the year ended loans as at ioans as at  the year ended
(§ millions} October 31 October 31 October 31 Cctober 31 October 31 October 31 October 31 October 31 QOctober 31
Mortgages $ 7,801 % - 3 -1 % 7523 % - 3 - $ 5248 S - 3 -
Personal and
credit cards 809 4 2 1,318 5 5 2,417 12 16
Total $ 8610 § 4 § 2 3 8842 3§ 5 3 5 $ 7665 S 12 $ 16
(1) Excludes insured mortgages which were securitized and retained by the Bank [refer to Note 3].
5. impaired loans and alicwancge for credit losses
{a} impaired loans
2005 2004
) Speciiic
As 3t October 31 (§ miilions) Gross'"! allowance™? Net Net
By loan type: .
Residential mortgages $ 264 § (106) i$ 158 % § 96
Personal and credit cards 366 (356) 10 39
Business and government 1,190 (677) 513 744
Total . ' 7§ 1820 § (1,139 1S 6811 879
By geography:
Canada ‘ $ 188 1 % 144
United States 249 442
Other International ) 244 293
Total : ' T $ 681 $ 879

(1) Gross impaired loans denominated in U.S. dollars amount to $612 (2004 - $940) and those denominated in other foreign currencies amount to $674 (2004 ~ $779).
(2} The specific aliowance for impaired loans evaluated on an individual basis amounts to $681 (2004 ~ 1865}, ’

{3) Impaired loans without an allowance for credit losses against individual loans totalled $151 (2004 - $110).

(4) Average balance of gross impaired loans totalled $1,939 (2004 - $2,989).

Scotiabank 2005 Annual Report 1%

fod
3N




O CONSOLIDATED FINANCIAL STATEMENTS

-
<>
e

{b} Allowance for credit losses

Specific Generai
As at October 31 (§ millions) allowance allowance 2005 2004 2003
Balance at beginning of year $ 1,329 % 1,375 1% 2,704 15 3580 § 3848
Presented with securities™ - - - (363) -
Write-offs? (650) - (650) (982) (948)
Recoveries 205 - 205 158 164
Provision for (reversal of) credit losses 275 (45) 230 390 893
Cther, including foreign currency adjustment (14)* — (14) (79) (377)
Balance at end of year® $ 1,145 $ 1,330 i$ 2475 $ 2,704 $ 3,580

M

(73
3)
@)

6.

Effective November 1, 2003, the country risk allowance related to investment securities is no longer disclosed as part of the aliowance for credit fosses, but continues to

be deducted from investment securities.

Write-offs of loans restructured during the year were $18 (2004 - $10; 2003 - $40).

Includes $59 on acquisition of Banco de Comercio S.A. de C.V,, El Salvador,

As at October 31, 2005, $6 (October 31, 2004 ~ $8; October 31, 2003 - nil) has been recorded in other liabilities.

Yariable interest entities

Effective November 1, 2004, the Bank adopted a new accounting guideline, which requires' prospective ‘consolidation of variable interest enti-
ties (VIEs) by the primary beneficiary [refer to Note 1]. The following table provides information about VIEs that the Bank consolidated and
other VIEs in which the Bank has a significant variable interest but is not the primary beneficiary. A significant variable interest is considered
to exist where the Bank absorbs or receives between 10% and 50% of the VIE's expected losses, expected residual returns, or both.

P
LN

solidated vits™

Total
As at October 31, 2005 {$ millions) assets
Muiti-seller conduits that the Bank administers™ $ 4,722
Funding vehicles® 824
Other® 750
o Bans

Maximum
Total exposure

As at October 31, 2005 (3 millions) assets to loss®
Multi-seller conduits that the Bank administers® $ 4,08 § 4712
Funding vehicles 1,608 -
Structured finance entities® 2,076 1,239
Collateralized debt obligation entities” 1,404 375
Other 486 91

(a) The assets supporting the obligations of these consolidated VIEs

~o-

as at October 31, 2005 are as follows: cash and non-interest
bearing deposits with banks of $128 million; residential mort-
gage loans of $763 million; investment securities of $5,309
million; and other assets of $96 million. In general, the investors
in the obligations of consotidated VIEs have recourse only to the
assets of those VIEs and do not have recourse to the Bank
except where the Bank has provided a guarantee to the
investors or is the counterparty to a derivative transaction
involving the ViE.

The Bank administers multi-seller commercial paper conduit
programs, which involve the purchase of assets by conduit vehi-
cles from outside parties funded by the issuance of asset-backed
commercial paper. The sellers continue to service the assets and
absorb first losses for their portion of the programs. The Bank
has no rights to these assets as they are available to support the
obligations of the respective programs, but manages for a fee
the commercial paper selling programs. As well, in some
instances the Bank is counterparty to derivative contracts with
these conduit programs and provides them with a large portion
of their backstop liquidity and partial credit enhancement facili-

. ties. As at October 31, 2005, the conduit programs had

commitments of $4,243 million to purchase securities in
the future.
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The Bank uses special purpose entities to facilitate cost-efficient
financing of its own operations. Activities of these entities are
generally limited to holding a pool of assets or receivables from
the Bank used to finance distributions to their investors. Prior to
the adoption of this new accounting guideline, the Bank consol-
idated all of these funding vehicles. =~ .

This includes special purpose entities used to assist corporate
clients in accessing cost-efficient financing. Generally, both the
Bank and the client invest in such entities with the proceeds
used to make loans to corporations affiliated with

the client.

The Bank’s maximum exposure to loss represents the notional
amounts of guarantees, liquidity facilities, and other credit
support relationships with the VIE, the credit risk amount for
certain derivative contracts with the entities, and the amount
invested where the Bank holds an ownership interest in the VIE,
The Bank has recorded $1,669 million of this exposure, primarily
its ownership interest in the VIEs, on its Consolidated Balance
Sheet as at October 31, 2005.

The Bank holds an interest in VIEs structured to match specific
investor requirements. Loans or credit derivatives are held by the
VIEs to create security offerings for investors that match their
investment needs and preferences.




7. Land, bulldings and eguipment

OLIDATED FINANCIAL STATEMENTS.

2005 2004

Accumulated Net Net

depreciation & book book

As at October 31 (§ millions) Cost amortization value value
Land $ 247 - 247 236
Buildings 1,417 400 1,017 1,005
Equipment and computer software 2,464 1,987 477 447
Leasehold improvements 700 ‘507 193 184
Total $ 4,828 2,894 1,934 1,872

Depreciation and amortization in réspect of the above buildings, equipment and computer software, and leasehold improvements for the

year amounted to $173 million (2004 - $189 million; 2003 ~ $208 million).

8. Goodwill and other intangible assets

Gt g
The changes in the carrying amount of goodwill by main operating segment are as follows:
: international Scotia
As at Octeber 31 ($ millions) Banking Capital 2005 2004 2003
Ralance at beginning of year 135§ M 261 270 299
Acquisitions 143 84 227 - 76
Impairment - -~ - - -
Adjustment to goodwill - - - - 95y
Effects of foreign exchange and other- 10 - S = - 10- (9) (10)
Balance at end of year 288 % 95~ 498 261 270
ible assets
Gross

carrying Accumulated 2005 2004 2003
As at October 31 (3 miliions) amount amortization Net Net Net
Intangible assets: 421§ - 186 235 240 - 284

intangible assets are comprised primarily of core deposit intangibles. The aggregate amortization expense for the year ended October 31,

2005, was $29 million {2004 - $27 million; 2003 - $29 million).

(1) In prior years, the Bank recognized income tax benefits (2004 - $94; 2003 - §102), relating to pre-acquisition income tax loss carryforwards that had not been reflected
in the purchase price equation at the date of acquisition. These income tax benefits were applied first to decrease goodwill (2004 - nil; 2003 - $95) and then to reduce

intangible assets (2004 - $18; 2003 - §7).

&, Other assets

As at October 31 (§ miilions) 2005 2004
Accrued interest 1,561 1,608
Accounts receivable 1,016 1,020
Future income tax assets (Note 16) 1,295 1,055
Other 3,319 4,176
Total 7,191 7,859
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CONSOLIDATED

10, Deposits

Payable Payable Payable on

on demand after notice a fixed date 2005 2004
As at October 31 ¢$ millions) Interest-bearing  Non-interest-bearing

Personal ' $ 1,654 $ 1,330 $ 30,444 $ 50,525 $§ 83,953 $ 79,020
Business and government® 11,498 7,180 12,611 78,'100 109,389 94,125
Banks 98 221 855 22,929 24,103 22,051
Total 13,250 8,731 43,910 151,554 217,445 195,196

Recorded in: L '
Canada . 154,297 136,949
United States 9,778 9,592
Other Internationel 53,370 48,655
Total® ‘ B $217,445 $195,196

(1} Includes deposits by Scotiabark Capital Trust of $1,500 (2004 - nil). Prior to November 1, 2004, the Bank consolidated Scotiabank Capital Trust, and the Trust's liabilities
were recorded as capital instrument liabilities [refer to Note 1 and Note 13].
(2) Deposits denominated in U.S. dollars amount to $51,220 (2004 ~ $49,923) and deposits denominated in ather foreign currencies amount to $33,095 (2004 - $29,193).

11, Other Habilities

As at Qctober 31 (3 millions) 2005 2004
Accrued interest $ 1876 $ 2,107
Accounts payable and accrued expenses ‘ 3,353 3,280
Deferred income : ‘ 322 341
Other liabilities of subsidiaries and VIEs® 5,969 | 919
Gold and silver certificates ‘ 2,711 ¢ 2,018
Future income tax liabilities (Note 16) ’ 62 56
Other ‘ ' 6,501 7.012
Total ' : $ 20,7941 $ 15,733

(1} Excludes deposits and capital instrument liabilities.

12. Subordinated debentures

These debentures are direct, unsecured obligations of the Bank and are subordinate to the claims of the Bank's depositors and other credi-
tors. The Bank, where appropriate, enters into interest rate and cross-currency swaps to hedge the related risks. The outstanding debentures
as at October 31 were:

As at October 31 (§ millions)

Maturity date Interest rate (%) Terms™ (currency in millions) 2005, 2004
September 2008 6.25 US $250 $ 295 $ 305
February 2011 7.4 Redeemable at any time. After February 8, 2006,
interest will be payable at an annual rate egual
to the 90-day bankers' acceptance rate plus 1% 300 300
July 2012 6.25 Redeemable at any time, After July 16, 2007, interest
will be payable at an annual rate equal to the 20-day
bankers’ acceptance rate plus 1% _ o 500 500
July 2013 565 Redeemable at any time. After July 22, 2008,
interest will be payable at an annual rate :
equal to the 90-day bankers’ acceptance rate p!us 1% 425 425
September 2013 83 Redeemable at any time 250 250
May 2014 575 Redeemable at any time, After May 12, 2009, interest ;
: will be payable at an annual rate equal to the 90-day
a bankers’ acceptance rate plus 1% ' 325 325
June 2025 89 ‘ Redeemable at any time 250 250
August 2085 Floating US $214 bearing interest at a floating rate of the
offered rate for six-month Eurodoliar deposits plus .
0.125%. Redeemable on any interest payment date 252 260
$ 2,597 $ 2,615

The aggregate maturities of the debentures are as follows ($ millions): :
Less than 3 years $ 295

From 3 to 5 years -
From 5 to 10 years 1,800
Over 10 years 502

$ 2,597

(1) In accordance with the provisions of the Capital Adequacy Guideline of the Superintendent, all redemptions are subject to reguiatory approval.
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13, Capite! instrument liabiiities

Capital instrument liabilities are financial instruments, which can be settled at the Bank's option by issuing a variable number of the Bank’s
own equity instruments. These instruments, including the securities issued by Scotiabank Capital Trust that are not reflected as capital instru-
ment liabilities in the Consolidated Balance Sheet in 2005, as a result of the prospective deconsolidation of Scotiabank Capital Trust effective
November 1, 2004, [refer to Note 1 and Note 10] remain eligible as Tier 1 capital for regulatory purposes.

As at October 31 {§ millicns) - 2005 2004
Preferred shares issued by Scotia Morfgage Investment Corporation $ 250] % 250
Scotiabank Trust Securities — Series2000-1 issued by BNS Capital Trust® 500 500
Scotiabank Trust Securities — Series 2002-1 issued by Scotiabank Capital Trust - 750
Scotiabank Trust Securities - Series 2003-1 issued by Scotiabank Capital Trust® - 750

' $ 750f $ 2,250

(a) Scotia Mortgage Investment Corporation, a wholly-owned
-subsidiary of the Bank, issued Class A Preferred Shares which are
entitled to non-cumulative preferential cash dividends, if and
when declared, payable semi-annually in an amount per share of
$32.85. With regulatory approval, on or after October 31, 2007,
Class A Preferred Shares may be redeemed in whole by the
payment of cash by Scotia Mortgage Investment Corporation or,
at the option of the Bank, exchanged for a variable number of
common shares based upon an average of the Bank's common
share price near the redemption date. On or after October 31,
2007, the Class A Preferred Shares will be exchangeable at the
option of the holder into a variable number of common shares
based upon an average of the Bank’s common share price,
subject to the right of the Bank prior to the exchange date to
purchase for cash or find substitute purchasers for such shares.
‘Under certain circumstances the Class A Preferred Shares of Scotia

" Mortgage Investment Corporation will be automatically
exchanged, without the consent of the holder, into Series Z Non-
cumulative Preferred Shares of the Bank which would bear the
same dividend rate and similar redemption features [refer to Note
14 - Restrictions on dividend payments].

{p) On April 4, 2000, BNS Capital Trust, a wholly-owned closed-end
trust, issued 500,000 Scotiabank Trust Securities — 2000-1 (“Scotia
BaTS"). Each Scotia BaTS is entitled to receive non-cumulative fixed
cash distributions payable.semi-annually in an amount per Scotia
BaTsS of $36.55. With regulatory approval, these securities may be
redeemed in whole by the payment of cash prior to June 30, 2005,
upon the occurrence of certain tax or regulatory capital changes, or
on or after June 30, 2005, at the option of BNS Capital Trust. On
or after June 30, 2011, the Scotia BaTS may be exchanged, at the
option of the holder and subject to certain prior rights of the Bank,
into Non-cumulative Preferred Shares Series Y of the Bank. These’
Non-cumulative Preferred Shares Series Y would pay a dividend
rate equivalent to the cash distribution rate of the Scotia BaTs.
Under certain circumstances, the Scotia BaTS would be automati-
cally exchanged without the consent of the holder, into Non-cumu-
lative Preferred Shares Series Y of the Bank [refer to Note 14 —~
Restrictions on dividend payments]. In all circumstances, the Non-
cumulative Preferred Shares Series Y are exchangeeble at the
option of the holder into a variable number of common shares of
the Bank based upon an average of the Bank’s common share price,
subject to regulatory approval, and certain prior rights of the Bank.

(¢) On April 30, 2002, Scotiabank Capital Trust, 'a wholly-owned
open-end trust, issued 750,000 Scotiabank Trust Securities —~
Series 2002-1. These securities are entitled to receive non-cumu-
lative fixed cash distributions payable semi-annually in an
amount of $33.13 per security. The first such payment was
made on June 30, 2002, in an amount of $11.07. With

regulatory approval, these securities may be redeemed in whole
by the payment of cash prior to June 30, 2007, upon the occur-
rence of certain tax or regulatory capital changes, or on or after
June 30, 2007, at the option of Scotiabank Capital Trust. The
holder has the right at any time to exchange their security into
Non-cumulative Preferred Shares Series W of the Bank. The
Series W shares will be entitled to cash dividends payable semi-
annually in an amount of $0.53125 per $25.00 share. Under
certain circumstances, these trust securities would be automati-
cally exchanged without the consent of the holder, into Non-
cumulative Preferred Shares Series X of the Bank. The Series X
shares will be entitied to non-cumulative cash dividends payable
semi-annually in an amount of $0.70 per $25.00 share [refer to
Note 14 - Restrictions on dividend payments]. Both the Non-
cumulative Preferred Shares Series W and the Non-cumulative
Preferred Shares Series X are exchangeable at the option of the
helder into a variable number of common shares of the Bank
based upon an average of the Bank’s common share price,
subject to regulatory approval, and certain prior rights of the Bank.
On November 1, 2004, the Bank deconsolidated Scotiabank
Capital Trust and these liabilities were reclassed to deposits
frefer to Note 1 and Note 10).

On February 13, 2003, Scotiabank Capital Trust issued 750,000
Scotiabank Trust Securities — Series 2003-1. These securities are
entitled to receive non-cumulative fixed cash distributions payable -
semi-annually in an amount of $31.41 per security. The first such
payment was made on June 30, 2003, in an amount of $23.58.
With regulatory approval, these securities may be redeemed in
whole by the payment of cash prior to June 30, 2008, upon the
occurrence-of certain tax or regulatory capital changes, or on or
after June 30, 2008, at the option of Scotiabank Capital Trust. The
holder has the right at any time to exchange their security into

" Non-cumulative Preferred Shares Series U of the Bank. The Series U

shares will be entitled to cash dividends payable semi-annually in
an amount of $0.50 per $25.00 share. Under certain circum-
stances, these trust securities would be automatically exchanged
without the consent of the holder, into Non-cumulative Preferred
Shares Series V of the Bank. The Series V shares will be entitled to
non-cumulative cash dividends payable semi-annually in an
amount of $0.61250 per $25.00 share [refer to Note 14 — Restric-
tions on dividend payments]. Both the Non-cumulative Preferred
Shares Series U and the Non-cumulative Preferred Shares Series V
are exchangeable at the option of the holder into a variable
number of common shares of the Bank based upon an average of
the Bank’s common share price, subject to regulatory approval,
and certain prior rights of the Bank. On November 1, 2004, the
Bank deconsclidated Scotiabank Capital Trust and these liabilities
were reclassed to deposits {refer to Note 1 and Note 10].
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14, Capital stock

Authorized:
An unlimited number of preferred and common shares without nominal or par value.
Issued and fully paid:

2005 2004" _2003®
As 3t October 31 ($ mitlions) Number of shares Amount Number of shares Amount Number of shares Amount
Preferred shares: ’
Series 12 12,000,000 § 300 12,000,000 $ 300 12,000,000 $ 300
Series 13 12,000,000 300 - - - -
Total preferred shares 24,000,000 § 600 12,000,000 § " 300 12,000,000 $ 300
Common shares:® ’
Qutstanding at beginning of year 1,008,505,580 $ 3,228 | 1,010,705,772  $3,140 1,008,243,800 $ 3,002
Issued under Shareholder Dividend ‘
and Share Purchase Plan® 154,168 6 178,021 6 143,400 4
Issued under Stock Option Plans (Note 15) 6,423,684 117 6,760,287 1M1 10,612,772 159
Issued for acquisition of a subsidiary 1,195,294 49 - - - -
Purchased for cancellation® (26,096,600) (84) (9,138,500) (29) (8,294,200) (25)
Qutstanding at end of year 990,182,126  $3,316 | 1,008,505580 §3,228 1,010,705,772  $ 3,140
Total capital stock $3,916 $ 3,528 $ 3,440

(1) Certain comparative amounts have been retroactively restated for new CICA accounting requirements relating to the distinction between equity and iiability instruments.

(a) Series 12 Non-cumulative Preferred Shares are entitled to non-
cumulative preferential cash dividends payable quarterly in an
amount per share of $0.328125. With regulatory approval, the
shares may be redeemed by the Bank at par on or after October
29, 2013, in whole or in part, by the payment in cash of $25.00
per share, together with declared and unpaid dividends to the
date then fixed for redemption.

Series 13 Non-cumulative Preferred Shares, issued on March 15,
2005, are entitled to non-cumulative preferential cash dividends
payable quarterly in an amount per share of $0.30. The initial
dividend, paid July 27, 2005, was $0.4405 per share. With regu-
latory approval, the shares may be redeemed by the Bank on or
after April 28, 2010, at $26.00 per share, together with declared

_and unpaid dividends to the date then fixed for redemption, and
thereafter at annually dedlining premiums until April 28, 2014,
following which no redemption premium is payablg.

(0 On April 28, 2004, the Bank paid a stock dividend of one
common share for each of its issued and outstanding common
shares to common shareholders of record at the dose of busi-
ness on April 6, 2004. The effect is the same as a two-for-one
stock split of its common shares. Comparative amounts
presented in these consolidated financial statements relating to
the number of common shares and options, as well as all per
share amounts, have been retroactively adjusted.

—
o
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(d) As at October 31, 2005, 22,134,489 common shares have been .

reserved for future issue under the terms of the Shareholder
Dividend and Share Purchase Plan.
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(&) In January 2005, the Bank initiated a new normal course issuer
bid to purchase up to 50 million of the Bank’s common shares.
This represents approximately 5 per cent of the Bank’s
outstanding common shares. The bid will terminate on the
earlier of January 5, 2006, or the date the Bank completes its
purchases. During the year ended October 31, 2005, 26.1 million
shares (2004 - 9.1 million shares; 2003 - 8.3 million shares) were
purchased at an average price of $40.51 (2004 - $34.96; 2003 -

. $27.31).

Restrictions oo dhidend pavments
Under the Bank Act, the Bank is prohibited from declaring any divi-
dends on its common or preferred shares when the Bank is, or would
e placed by such a declaration, in contravention of the capital
adeguacy, liquidity or any other regulatory directives issued under the
Bank Act. In addition, common share dividends cannot be paid
unless all dividends to which preferred shareholders are then entitled
to have been paid or sufficient funds have been set aside to do so.
Further, dividends cannot be declared if the total of all dividends
dedlared in that year would exceed the éggregaté of the Bank's net
income to that date and its net income for the preceding two
financial years, unless the Superintendent’s approval is obtained.

In the event that applicable cash distributions on any of the
Scotiabank Trust Securities [refer to Note 13 Capital instrument
liabilities] are not paid on a regular distribution date, the Bank has
undertaken not to declare dividends of any kind on its preferred or
common shares. Similarly, should the Bank fail to declare regular
dividends on any of its directly issued outstanding preferred or
common shares, cash distributions will also not be made on any of
the Scotiabank Trust Securities.

Currently, these limitations do not restrict the payment of
dividends on preferred or common shares.
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15. Stock-based compensation
{a} Stock option plans

Under the terms of the Employee Stock Opticn Plan, options to
purchase common shares may be granted to selected employees at
an exercise price not less than the closing price of the Bank’s
common shares on the Toronto Stock Exchange (TSX) on the day
prior to the date of the grant. As well, the exercise price must not be
less than the volume weighted average price on the TSX for the ﬁve
trading days immediately preceding the grant date. Employee
stock options granted after Névember 1,72002, have Tandem Stock ™
Appreciation Rights (Tandem SARs), which provide the employee the . -
choice to either exercise the stock option for shares, o to exercise the
Tendem SAR and thereby receive the intrinsic value of the stock option in
cash. In addition, in fiscal 2003, Tandem SARs were retroactively. .
attached to the fiscal 2002 employee stock options. All other terms
and conditions relating to these 2002 stock options remained

unchanged. These 2002 stock options were out of the'money at the -
date of attachment. As a result, there was no impact on the Bank's -

stock-based compensatior expense on the-date-of retroactive
attachment of the Tandem SARs,

Options vest evenly over a four-year perlod and are exercisable no
later than 10 years after the date of the grant. Outstanding options
expire on dates ranging from June'3, 2006 to December 3, 2014. As

approved by the shareholders, a total of 114 million common shares
have been reserved for issuance under this plan of which 54.0 million
common shares have been issued as a result of the exercise of
options and 37.4 million common shares are committed under
outstanding options, leaving 22.6 million common shares available for
issuance :as options.

" . In 2001, a Directors’ Stack Option Plan was approved by the share-
holders. A'fotal of 800,000 common shares have been reserved for
issuance to non-officer directors under this plan. As of November 1,
2002, director stock options are expensed using a fair-value-based
method. As these options are fully exerciseble at the time of grant, the
ralr value of $0.5 million for the 76,000 stock options granted in fiscal
2003 was fully expensed in the 2003 fiscal year in other non-interest
expenses in the Consclidated Statement of Income. Currently, 224,000
(2004 - 257 150; 2003 - 282,000) options are outstanding at a
‘weighted average exercise price of $23.19 (2004 - $23.13; 2003 -
$22.94). In 2005, 33,150 of these options (2004 -~ 24,850; 2003 - nil)
were exercised at a weighted average exercise price of $22.71 (2004 -
$20.95; 2003 — nil). These options expire between March 2011 and
December 2012. Commencing in fiscal 2004, the Bank no longer
grants stock options to these directors.

Details c_>f the Bank’s Employee Sioc_k Option Plan™ are as follows:

2003

2005 2004
Number Weighted Number Weighted Number Weighted
of stock average of stock average of stock average
options exercise options exercise options exercise
As at Cctober 31 '(000's) price (0005) price (000%) grice
Qutstanding at beginning of year 42,525 $ 19.93 47,400 § 18.80 54,226 $ 17.63
Granted * 1,977 39,00 . 2,592 31.45 4,240 24.43
Exercised - (6,391) 17.00 (6 735) 15.95 (10,613) 15.00
Forfeited/cancelied (149) 23.57 (374 22.64 (411) 19.93
Exercise of Tandem SARs (604) 25.04 (358) 24.75 (42) 24.68
Outstanding at end of year? 37,358 $ 21.35 ©-42;525 % 19.93 47,400 $ 18.80
Exercisable at end of year 29,305 $ 19.06 - 28,523  § 17.67 29,424 % .16.59
Available for grant 122,598 23,821 9,680

As at Cctober 31, 2005 Options Out.standing" Options Exercisable
Number Weighted -~ Weighted Number Weighted
of stock average remaining average of stock average
Range of exercise prices gptions (000's} contractual life {years) exercise price options (000's) exercise price
$8.26 10 $14.18 7,139 3.1 $ 1314 7,139 $ 1314
$15.28 t0 $21.03 14,945, 42 $ 1894 14,945 3 1894
$24.40 10 $27.44 10,880 6.5 $ 2460 6,648 3 2462
$31.45 to $39.00 4,394 8.5 $ 3479 573 $§ 31.45
37.358 5.1 $ 2135 28,305 3 19.06

(1) Amounts have been retroactively adjusted to reflect the stock dividend paid April 28, 2004, of one comman share for each issued and outstanding common share. The

stock dividend had the same effect as a two-for-one stock split.
(2) Included are 15,274,605 (2004 -

14,482,584, 2003 — 12,750,696) options with Tandem SAR features.

s
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{b} Emplovees share ownership plans

Qualifying employees can contribute up to the lesser of a specified
percentage of salary and a maximum dollar amount towards the
purchase of common shares of the Bank or deposits with the Bank.
In general, the Bank matches 50% of qualifying contributions which
is expensed in salaries and employee benefits. During 2005, the
Bank's contributions totalled $26 million (2004 — $26 million; 2003
- $24 million). Contributions, which are used by the plan trustee to
purchase comman shares in the open market, do not result in a
subseqguent expense to the Bank from share price appreciation.

{¢} Other stock-based compensation plans

All other stock-based compensation plans use notional units that are
valued based on the Bank’s common share price on the TSX. These
units, with the exception of Stock Appreciation Rights (SARs), accu-
mulate dividend equivalents in the form of additional units based on
the dividends paid on the Bank's common shares. Fluctuations in the
Bank’s share price change the value of the units, which affects the
Bank’s stock-based compensation expense. As described below, the
value of a portion of the Performance Share Unit notional units also
varies based on Bank performance. Upon exercise or redemption,
payments are made to the employees with a corresponding reduc-
ticri in the accrued liability. In 2005, &n aggregate expense of $140
million (2004 - $174 million; 2003 — $119 million) was recorded in
salaries and empldyee benefits ifi the Consolidated Statement of
Income for changes in the amount of the Bank's liability for these
units. This expense was net of gains arising from securities and
derivatives used to manage the volatility of stock-based compensa-
tion of $94 million (2004 — $138 million; 2003 — $113 million) and
other items. Details of these plans are as foliows:

Stoch Appreciation B s
The SARs include Tandem SARs, as described above, as well as
stand-alone SARs which are granted instead of stock options to
selected employees in countries where local laws may restrict the
Bank from issuing shares. SARs have vesting and exercise terms and
conditions similar to the employee stock options. The cost of SARs is
recognized on a graded vesting basis. When a SAR is exercised, the
Bank pays the appreciation amount in cash equal to the rise in the

market price of the Bank’s common shares since the grant date.- - - -

During fiscal 2005, 2,212,980 SARs were granted (2004 -
2,830,312; 2003 - 5,368,824) and as at October 31, 2005,
23,148,386 SARs were outstanding (2004 - 24,115,260, 2003 -
23,661,894), of which 13,611,252 SARs were vested (2004 -
11,278,066, 2003 - 8,564,344).

Deferred Stock U sl :

Under the DSU Plan senior officers may elect to receive all or a
portion of their cash bonus under the Management incentive Plan
{which is expensed for the year awarded in salaries and employee
benefits in the Consolidated Statement of Income) in the form of
deferred stock. units which vest immediately. Units are redeemable,
in cash, only when an officer ceases to be a Bank employee and
must be redeemed by December 31 of the year following that
event. As at October 31, 2005, there were 1,581,240 units
outstanding (2004 - 2,160,146, 2003 - 1,798,382).
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Under the DDSU Plan, non- employee dlrectors of the Bank may
elect to receive all or a portion of their fee for that fiscal year {which
is expensed by the Bank in other expenses in the Consolidated
Statement of income) in the form of deferred stock units which vest
immediately. Units are redeemabie, in cash, only following resigna-
tion or retirement and must be redeemed by December 31 of the
year following that event. As at October 31, 2005, there were

145,593 units outstanding (2004 - 114,774, 2003 - 94,096).

Under the RSU Plan, selected employees receive an award of
restricted share units which vest at the end of three years. The
stock-based compensation expense is recognized evenly over the
three-year vesting period, at which time the units are paid, in cash,
10 the employee. As at October 31, 2005, there were 5,179,850
units (2004 - 5,281,075, 2003 - 3,289,500) awarded and
outstanding of which none were vested.

Performance Share Unit Flan (PS5t
In 2004, the Bank introduced the PSU Plan for eligible executives.
PSU awards vest at the end of three years and a portion of the PSU
awards are subject to performance criteria measured over a three-
year period. The three-year performance measures include return on
equity compared to target and total shareholder return relative to
the other major Canadian banks. The stock-based compensation
expense is recognized evenly over the three-year vesting period, and
varies based on performance compared to the performance meas-
ures. Upon vesting, the units are paid, in cash, to the employee. As
at October 31, 2005, there were 1,279,483 units awarded and
outstanding (including 423,177 units subject to performance
criteria) of which none were vested.

38 i

Under the Scotia Capital Deferred Payment Plan, a portion of the
bonus received by certain employees (which is accrued and
expensed in the year to which it relates) is allocated to employees in
the form of units. These units are subsequently paid, in cash, to the
qualifying employees over each of the following three years.

Changes in the value of the units, which arise from fluctuations
in the market price of the Bank’s common shares, are expensed in
the same manner as the Bank’s other stock-based compensation
plans in salaries and employee benefits expense in the Consolidated
Statement of Income.

Prior to fiscal 2003, the deferred payment was held in a trust,
which purchased common shares of the Bank in the open market.
As a result, there was no subsequent expense to the Bank from
share price appreciation.
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18, Corporate income taxes

Corporate income taxes recorded in the Bank’s consolidated financial statements for the years ended October 31 are as follows:

{a} Components of income tax provision

For the year ended October 31 ($ millicns) 2005 2004 2003
Provision for income taxes in the Consolidated Statement of Income:
Current U $ 1,078 1§ 873 3 885
Future (231) (87) (108)
847 786 777
Provision for future income taxes in the Consolidated Statement of
Changes in Shareholders’ Equity (3) (1) 26
Total provision for income taxes $ 844 |3 785 § 803
Current income taxes:
Domestic:
Federal $ - 377 1% 210 % 303
Provincial 213 182 206
Foreign 488 481 376
1,078 873 885
Future income taxes:
Domestic:
Federal (198) (52) (48)
Provincial (45) (7) (52)
Foreign 9 (29) 18
(234) (88) (82)
Total provision for income taxes $ 844 i % 785 % 803

{b; Recondilistion to statutory rate -

Income taxes in the Consolidatéd Statement of Income vary from the amounts that would be computed by applying the composite federal

and provincial statutory income tax rate for the following reasons:

2005 2004 2003
Percent of Percent of Percent of
pre-tax pre-tax pre-tax
For the vear ended October 31 ($ millicns) Amount __ income Amount income Amount income
Income taxes at statutory rate ‘ $ 1,443 350%f § 1325 352% § 1,222 36.4%
Increase (decrease) in income taxes resulting from: : '
Lower average tax rate applicable to
subsidiaries and foreign branches (370) (9.0 (257) - (6.8) (233) 6.9)
Tax-exempt income from securities 2100 (5.1) (235) (6.2) (197) (5.9)
Future income tax effect of substantively .
enacted tax rate changes : 15 0.4 (22) (0.6) 25 0.7
Other, net o B ‘ (31) (0.8 (25) 0.8) (40) (1.2
Total income taxes and effective tax rate $ 847  20.5% $ ‘786 20.8% $ 777 23.1%
{r} Future income taxes
The tax-effected temporary differences which result in future income tax assets and (liabilities) are as follows:
As at October 31 (§ millions) ) 2005 2004
Allowance for credit losses $ 659 | § 604
Deferred compensation 301 218
Deferred income 82 105
Loss carryforwards™ 105 96
Loss on disposal of subsidiary operations 87 87
Premises and equipment (64) (73)
Securities (58) (81)
Pension fund (177) (165)
Other 298 207
Net future income taxes? $ 123315 999

(17 Includes a gross future tax asset of $180 as at October 31, 2005 (2004 - $180), relating to subsidiaries’ unused income tax losses arising in prior years. This future tax
asset has been reduced by a valuation allowance of $75 (2004 - $84), resulting in a net future tax asset of $105 (2004 — $96).
(2)  Net future income taxes of $1,233 (2004 - §999) are represented by future income tax assets of $1,295 (2004 ~ $1,055), net of future income tax liabilities of $62 (2004 — $56).

Earnings of certain international subsidiaries are subject to tax only upon
their repatriation to Canada. As repatriation is not currently planned in
the foreseeable future, the Bank has not recognized a future income tax
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liability. If all international subsidiaries’ unremitted earnings were repatri-
ated, taxes that would be payable as at Cctober 31, 2005, are esti-
mated to be $360 million (October 31, 2004 - $308 million).
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17. Employee future benefits

The Bank sponsors a number of employee future benefit plans,
including pensions and other post-retirement benefits, post-employ-
ment benefits and compensated absences for most of its employees
globally. The following tables present financial information related

to the Bank’s principal plans. The principal plans include pension
and other benefit plans in Canada, the U.S., Mexico, Jamaica and
the UK.

Pension plans

Other berefit plans

For the year ended Octabet 31 (§ mikiions; 005 2004 2003 5005 2004 2003
Change in benefit obligation
Benefit obligation at beginning of year $ 3790 i$ 3524 $ 3158 t$ 808 |$% 747 % 663
Cost of benefits earned in the year 116 105 91 . 36 36 31
Interest cost on benefit obligation 250 239 226 55 51 48
Employee contributions 9 9 8 - - -
Benefits paid (175) (162) {143) (48) (42) 41)
Actuaria! loss 560 136 243 200 40 91
Non-routine events® ‘36 {15) 52 (10) (1) -
Foreign exchange (18) (46) (111) - (23) (45)
Benefit obligation at end of year $ 4568 {5 3790 $ 3524 % 1,041 13 808 § 747
Change in fair value of assets
Fair value of assets at beginning of year . $ 4,097 [$ 3706 $ 3627 :$ 162 |§ 162§ 178
Actual return on assets 702 540 325 17 12 13
Employer contributions 157 77 44 73 41 36
Employee contributions 9 9 8 - - -
Benefits paid (175) (162) (143) (48) (42) 41)
Non-routine events? ~ (12) - - - -
Foreign exchange (25) (61) (155) 3 (11 (24)
Fair value of assets at end of year $ 4,765 1§ 4097 $ 3,706 |$ 207 i % 162§ 162
Funded status o ' 7
Excess (deficit) of fair value of assets over benefit
obligation at end of year $ 197 1§ 307 $ 182 1% {(834) | (646) $  (585)
Unrecognized net actuarial loss 780 663 825 366 180 152
Unrecognized past service costs 81 63’ 73 (6) (6) 7
Unrecognized transitional obligation (asset) 411) {460) (510 229 267 294
Valuation allowance {182) (171) (155) - - -
Employer contributions after measurement date 90 129 27 7 19 9
Net prepaid (accrued) benefit expense at end of year $° 555 (§ 531§ 442 +$ " (238) i$ (186) 5 (137)
Recorded in:
Other assets in the Bank's Consolidated Balance Sheet 729 676 583 10 4 -
Other liabilities in the Bank’s Consolidated Balance Sheet (174) (145) (141) (248) (190) (137)
Net prepaid (accrued) benefit expense at end of year $ 555 % 531 § 442 1§ (238) i$ (186) §  (137)
Annual benefit expense
Cost of benefits earned in the year $ 16 13 105 % 91 1% 36 1% ET S 31
Interest cost on benefit obligation 250 239 226 .55 51 48
Actual return on assets (702) (540) (325) (17) (12) (13)
Actuaria! loss on benefit obligation © 560 136 243 200 40 N
Non-routine events® 36 (3) 52 ~(10) (1) -
Elements of employee future benefit costs (income) before
adjustments to recognize the long-term nature of
employee future benefit costs 260 (63) 287 264 114 157
Adjustments to recognize the {fong-terrr nature of o
employee future benefit costs:
Difference between expected return and actual return
on plan assets 412 272 50 6 - (1)
Difference between net actuanal loss recognized
and actual actuarial loss on benefit obligation (528) (105) (242) (193) (33) (89
Difference between amortization of non-routine
events and actual non-routine events . (28) g (50) 10 - (1}
Amortization to recognize transitional obligation (asset) (44) (43) (44) 19 23 24
(188) 133 (286) (158) (10 67)
Valuation allowance provided against prepaid benefit expense 11 16 22 - - -
Benefit expense recognized $ 83 i$ 86 § 23 i1$ 106 {5 104 S 90

(1} Other plans operated by certain subsidiaries of the Bank are not considered material and are not included in these disclosures.

(2} Non-routine events include plan amendments, acquisitions, divestitures, transfers, etc.

(3} The fair value of pension plan assets invested in common shares of the Bank totalled $540 (2004 -~ $498; 2003 - $405).
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Included in the benefit obligation and fair value of assets are the following amounts in respect of plans that are not fully funded:

Pension plans

Other benefit plans

For the vear ended October 31 {§ millions) 2005 2004 2003 2005 2004 2003
Benefit obligation™ $ 787 1% 830 $§ 821 1% 1,041 808 747
Fair value of assets 379 497 451 207 162 162
Deficit of fair value of assets over benefit obligation $ (408) 1§ (333) $ (370)i$ (834) i$ (646) (585)

{1) Includes the benefit obligation of $278 at the end of 2005 (2004 ~ $230; 2003 - $228) relsted to supplemental unfunded pension arrangements.

Key weighted-average assumptions {%)"

The key weighted-average assumptions used by the Bank for the measurement of the benefit obligation and benefit expense are summa-

rized as follows:

Pension plans

Other benefit plans

For the year ended October 31 2008 2004 2003 2005 2004 2003
To determine benefit obligation at end of year
Discount rate e e 5.50% 6.50% 6.75% 5.75% 6.90% 6.85%
Rate of increase in future compensation 3.55% 3.75% 3.95% 3.85% 4.00% 4.00%
Jo determine benefit expense (income) for the year
Discount rate ‘ 6.50% 6.50% 7.25% 6.90% 6.85% 7.40%
Assumed long-term rate of return on assets 7.25% 7.25% 7.25% 7.30% 7.60% 8.50%
Rate of increase in future compensation 3.75% 3.85% 4.05% 4.00% 4.00% 3.90%
Health care cost trend rates at end of year
Initial rate nfa n/a nfa 8.90% 8.10% 7.40%
Ultimate rate n/a n/a n/a 4.60% 4.90% 4.60%
Year ultimate rate reached n/a n/a n/a 2014 2011 2009

(1

Includes international pians which generally have higher rates than Canadian plans. The discount rate used to determine the 2005 benefit expense for the main pension

plan was 6.25% (2004 - 6.50%; 2003 ~ 7.00%) and the discount rate for the other Canadian pension and benefit plans was 6.50% (2004 - 6.50%; 2003 - 7.00%).
The discount rate for the 2005 enhd-of yearbenefit obligation was 5.25% for all Canadian pension and other benefit plans (2004 - 6.25% for the main pension pian
and 6.50% for the other Canadian pension and benefit plans; 2003 - 6.50% forall Canadian pension and other benefit plans); and the assumed long-term rate ot
return on assets for all Canadian.pension plans was 7.0% (2004 - 7.00%;

Sensitivity analysis

For the year ended -Qctober 31, 2005 (§-milkions) - -

2003 -- 7.00%).

Pension plans

Cther benefit plans

- Benefit obligation

Benefit expense

Benefit obligation

Benefit expense

Impact of 1% decrease in-discourit rate- o - 3 831 $ 67 $ 165 $ 14
Impact of 1% decrease in assumed long-term rate of return on assets - 36 n/a 2
Impact of 0.25%.increase in rate of increase in future compensaﬂon . 54 7 1 -
impact of 1% increase in health care cost trend rate : n/a n/a 125 15
Impactof 1% decrease in health-care ¢ost trend rate n/a n/a (94) (12)
Assets :
The Bank’s principal plans’ weighted-average asset aliocations at the measurement date, by asset category, are as follows:

. Pension plans Other benefit plans
Asset category 2005 2004 2003 2005 2004 2003
Equity investments 66% 67% 65% 15% 13% 10%
Fixed income investments 33% 32% 35% 85% 87% 90%
Other 1% 1% - - - -
Total 100%. 100% 100% 100% 100% 100%

Actuarial valuations :
Actuarial valuations for the Bank's principal pension plans are generally required every three years. The most recent actuarial valuation of the
Bank’s main pension plan was conducted as of November 1, 2003, and the date of the next required valuation is November 1, 2006 (this
plan accounts for 69% of principal pension plans’ benefit obligation and 70% of principal pension plans' fair value of assets). The Bank may
choose to perform a valuation at another date, which is earlier than November 1, 2006. Actuarial valuations for the Bank’s principal other
benefit plans are generally carried out every two to three years, with the most recent valuation completed as of July 31, 2005 for the other
post-retirement benefits and July 31, 2004 for post-employment benefits.- The next actuarial valuations are currently scheduled in 2008 and
2006, respectively.

Cash payments and contributions

In fiscal year 2005, the Bank made cash payments of $118 million (2004 - $179 million; 2003 - $68 million) to fund the principal pension
plans, including the payment of benefits to beneficiaries under the unfunded pension arrangements. The Bank also made cash payments of
$61 million (2004 — $51 million; 2003 - $37 million) during the year to the principal other benefit plans, primarily in respect of benefit
payments to beneficiaries under these plans.

ey
s
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18. Earnings per common share

For the year ended Cctober 35 (3 millions) 2005 2004 2003w
Basic earnings per commeon share

Net income $ 3209:% 25808 § 2422
Preferred dividends paid 25 16 16
Net income available to common shareholders $ 3,184 % 2892 § 2406
Average number of common shares outstanding (millions) 998 1,010 1,010

Basic earnings per common share®

Diluted earnings per common share
Net income available to common shareholders

Average number of common shares outstanding {millions)
Stock options potentially exercisable (miliions)®

Average number of diluted common shares outstanding (millions)® -

Diluted earnings per common share®

$ 319 i § 287 $ 2.38

$ 31841% 2892 $ 2406
998 1,010 1,010

14 16 16

1,012 1,026 1,026

$ 3151 % 282 % 2.34

(1} Certain comparative amounts have been retroactively restated for new CICA accounting requirements relating to the distinction between equity and liability instruments.
(2)  Amounts have been retroactively adjusted to reflect the stock dividend paid April 28, 2004, of one common share for each issued and outstanding common share.

The stock dividend had the same ‘effect as & two-for-one stock spiit. ~
(3) Earnings per share calculations are based on full dollar and share amounts.

(4) Reflects the potential dilutive effect of stock options granted under the Bank's Stock Option Plans as determined under the treasury stock method.
Excludes options with Tandem SAR features as these options are expensed and booked as liabilities. All other stock options are included in the computation.
{5} Certain convertible instruments have not been included in the calculation since the Bank has the right to redeem them for cash prior to conversion date.

19, Related party transactions

In the ordinary course of business, the Bank provides normal
banking services to its associated and other related corporations on
terms similar to those offered to non-related parties.

In Canada, loans are currently granted to directors, officers and

employees at market terms and conditions. In some of the Bahk’s
foreign subsidiaries and branches, in accordance with local practices
and laws, loans may be made available to officers and employees of
those foreign units at reduced rates or on preferred terms. Effective
March 1, 2001, the Bank discontinued the practice of granting

20, Segmented results of operations - b

Scotiabank is a diversified financial services institution that provides
a wide range of financial products and services to retail, commercial
and corporate customers around the world. The Bank is organized
into three main operating segments: Domestic Banking, Interna-
tionat Banking, and Scotia Capital.

Domestic Banking, including wealth management operations,
provides a comprehensive array of retail and commercial banking
services through branch and efectronic delivery channels, to individ-
uals and small to medium-sized businesses in Canada. The retail
services include consumer and mortgage lending, credit and debit
card services, savings, chequing and retirement products, personal
trust services, retail brokerage, mutual funds and transaction serv-
ices. In addition to credit, commercial clients are provided with
deposit and cash management services. '

international Banking supplies retail and commercial banking
services through branches, subsidiaries and foreign affiliates. The
products, services and channels offered are generally the same as
those in Domestic Banking. '

Scotia Capital is an integrated corporate and investment bank
which services the credit, capital market and risk management
needs of the Bank’s global relationships with large corporations,

financial institutions and governments. The services provided include

credit and related products, debt and equity underwriting, foreign
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loans to officers and employees in Canada at reduced rates. Any of
these loans granted prior to March 1, 2001 are grandfathered until
maturity.

Directors can use some or all of their director fees earned to
buy common shares of the Bank at market rates through the
Directors’ Share Purchase Plan. Commencing in fiscal 2004, the
Bank no longer grants stock options to non-dfficer Directors [refer
to Note 15 — Stock-based compensation].

“exchange, derivative products, precious metals products and finan-

cial advisory services. Also, it conducts trading activities for its own
account and provides short-term Canadian dollar funding for the Bank.

The Other category represents smaller operating segments,
including Group Treasury and other corporate items, which are not
allocated to an operating segment.

The results of these business segments are based upon the internal
financial reporting systems of the Bank. The accounting policies used in
these segments are generally consistent with those followed in the
preparation of the consolidated financial statements as disclosed in
Note 1. The only notable accounting measurement difference is the
grossing up of tax-exempt net interest income to an equivalent before-
tax basis for those affected segments. This change in measurement
enables comparison of net interest income arising from taxable and
1ax-exempt sources.

Because of the complexity of the Bank, various estimates and allo-
cation methodologies are used in the preparation of the business
segment financial information. The assets and liabilities are transfer-
priced at wholesale market rates, and corporate expenses are allocated
to each segment based on utilization. As well, capital is apportioned to
the business segments on a risk-based methodology. Transactions
between segments are recorded within segment results as if conducted
with a third party and are eliminated on consolidation.
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For the vear ended October 31, 2005 (3 millions)

Domestic tnternational Scotia
Taxable equivalent basis : Sanking Banking C apital Qther™ Total
Net interest income o $ 3576 § 1869 % 849§ (523) i $ 5,87
Provision for credit losses 274 70 (71) (43) 230
Other income 1,819 793 1,320 587 4,529
Net interest and other 'income 5121 2,692 2,240 117 10,170
Depreciation and amortization 130 50 20 2 202
Other non-interest expenses 3,166 1,662 909 104 5,841
Income before the undernoted: | . 1,825 980 1,311 1" 4,127
Provision for income taxes 566 103 390 (212) 847
Non-controlling interest in net income of subsidiaries - 71 - ~ 71
Net income ' $ 125 § 806 $ 921 § 223 | § 3,209
Preferred dividends paid : 6 6 6 7 25
Net income availableto commorrshareholders® $ 1,253 5 800 % 915 § 216 {$ 3,184
Total average assets (3 billions) $ 123 3 50 § 112 $ 24 1% 309
For the yéar ended Octobe"r 31,”2064 (3 ;nibﬂi‘ons)‘. .
Domestic International’ Scota
Taxable equivalent basis . Banking : : ‘Bajkinc i Cap\ta) Other? Total
Net interest income $ 3494 . 5. 1858, § 937 § (588 § 570
Provision for credit losses ‘ 317 70 106 (103) 390
Other income ‘ ’ 1671 . . . 741 1,227 6831 4,320
Net interest and other income 4,848 2,529 2,058 196 9,631
Depreciation and amortization 137 57 21 1 216
Other non-interest expenses . . ) 3,080... . 1,549 - 839 78 5,646
income before the undernoted: o ) 1,631 « . 923 1,098 17 3,769
Provision for income taxes 522 0 126 o275 (137) 786
Non-controlling interest in net income of subsidiaries = 75 L= - 75
Net income : $ 1,109 % 722 $ 823 % 254 § 2,908
Preferred dividends paid . g L4 4 4 16
Net income available to common shareholders® ] § 1105 . % 718 .3 819 § 250 § 2,892
Total average assets (3 billions) 3 112 ..$ - - 49§ . 108 % 14 3 284
for the year ended October 31, 2003 (§ millions)
Domestic International Scotia
Taxable equivalent basis : Eanking _ Banking I’Cagital Other" Total
Net interest income : $ 3430 % 1,987 $ 1,179 % (628) § 5968
Provision for credit losses ' _ ‘ 272 .73 - 549 (1) 893
Other income _ 1528 . 776 1289 . 422 4,015
Net interest and other income - 4,686 2,690 1,919 (205) 9,090
Depreciation and amortization . 150 66 20 1 237
Other non-interest expenses * . ‘ 2,926 1,591 966 11 5,494
Income before the undernoted: 1.610 1,033 \_I - 933 (217) 3,359
Provision for income taxes S 547 233 . ..262 . (265) 777
Non-controlling interest in net income of subsidiaries - 160.. ... . = - 160
Net income - : $ 1.063. 3% . 640 3 671 3 48 % 2422
Preferred dividends paid . 4 4 6 2 16
Net income available to common shareholders® $ 1,059 $ 636 $ 665 3 46  $ 2,406
Total average assets (3 billions) $ 101 S 52 $ 119 § 17 3 289

(1) Includes revenues from ail other smaller operating segments of $432 in 2005 (2004 - $445; 2003 ~ $231), and net income available 10 common shareholders of $274
in 2005 (2004 - $266; 2003 - $125). As well, includes corporate adjustments such as the elimination of the tax-exempt income gross-up reported in net interest income
and provision for income taxes of $326 (2004 - $274; 2003 ~ $278), changes in the general allowance, differences in the actual amount of costs incurred and charged
to the operating segments, and the impact of securitizations.

{2) Commencing in 2005, the measure of segment profitability has been changed from net income to net income avallable to common shareholders. Prior periods have
been restated.
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Geographical segmentation
The following table summarizes the Bank's financial results by geographic region. Revenues and expenses which have not been allocated
back to specific operating business lines are reflected in corporate adjustments,

United Other
For the year ended Qctober 31, 2005 (3 millions) Canada States International, Total
Net interest income $ 3,808 $ 199 § 2,128 | $ 6,135
Provision for credit losses 262 (93) 104 273
Other income 2,737 484 1,079 4,300
Non-interest expenses 3,817 246 1,854 6,017
Provision for income taxes 450 216 143 80°
Non-controlling interest in net income of subsidiaries ’ - - 71 71
Preferred dividends paid 9 2 8 19
$ 1,907 $ 312 $ 1,027 $ 3,246
Corporate adjustments . (62)
Net income available to common sharehoiders? $ 3184
Total average assets (3 billions) $ 205 % 25 § 76 % 306
Corporate adjustments ’ 3
Total average assets, including corporate adjustments - $ 309
- . . United Other
For the year ended QOctober 31, 2004 ($ millions) Canada _ States International Total
Net interest income ' $ 3624 3 334 $ 2040 § 5998
Provision for credit losses 303 54 136 493
Other income 2,495 513 1,058 4,066
Non-interest expenses 3,794 262 1,776 5,832
Provision for income taxes .. 384 194 187 765
Non-controlling interest in net income of subsidiaries . - - 75 75
Preferred dividends paid 6 : 2 4 12
§ 1,632 $ 335 § 920 $ 2,887
Corporate adjustments : . 5
Net income available to common shareholders® o , ‘ $ 2,892
Total average assets ($ billions) $ 188§ 21§ 73§ 282
Corporate adjustments ' 2
Total average assets, including corporate adjustments $ 284
: United Other
For the year ended October 31, 2003 ($ millions) Canada States Internationat Total
Net interest income ’ $ 358 §° 548 % 2,194 § 6,328
Provision for credit fosses 396 270 228 894
Other income : 2,377 448, 967 3,792
Non-interest expenses 3,623 311 1,825 5,759
Provision for income taxes . 423 165 233 821
Non-controlling interest in net incorne of subsidiaries - - 160 160
Preferred dividends paid 6 3 5. 14
$ 1515 0§ 247 .S 710§ 2,472
Corporate adjustments (66)
Net income available to common shareholders® ‘ . $ 2,406
Total average assets ($ billions) $ 176§ 34 % 75 % 285
Corporate adjustments 4
Total average assets, including corporate adjustments 3 283

(1} Revenues are attributed to countries based on where services are performed or assets are recorded.
(2) Refer to footnote 2 on the previous page.
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21. Guaraniees, commitments and contingent Habilities
{a} Guarantees

A guarantee is a contract that contingently requires the guarantor to make payments to a third party based on (i) changes in an underlying interest
rate, foreign exchange rate or other variable, including the occurrence or non-occurrence of an event, that is related to an asset, liability or equity
security held by the guaranteed party, (i) an indemnification provided to the third party with the characteristics listed above, (iii} another entity’s
failure 1o perform under an obligating agreement, or (iv) another entity’s failure to perform related 10 its indebtedness. The various guarantees and -
indemnifications that the Bank provides to its customers and other third parties are presented below.

2005 2004
Maximum potential Maximum potential

amount of future  Carrying amount of future  Carrying

As at October 31 {8 millions) payments®” value payments’” value
Standby letters of credit and letters of guarantee $ 15777 § 6 $ 1447 5 -

Liquidity facilities 7,728 - 14,577 -

Derivative instruments 1,042 47 4,500 42

Securitizations 809 - 1,319 -

Indemnifications 555 13 495 i

Other guarantees 1 - 1 -

(1) The maximum potential amount of future payments represents those guarantees that can be quantified and excludes other guarantees that cannot be quantitied. As many
of these guarantees will not be drawn.upon aad the maximum potential amount of future payments listed above does not consider the possibility of recovery under
recourse or collateral provisions, the above amounts are not indicative of future cash requirements, credit risk, or the Bank's expected losses from these arrangements.

3 ‘”'6!“ ;-i ol ,qv—«,«taf

Standby ietters of credrt and letters.of guarantee are issued at the

request of a Bank customer in order to-secure the customer’s payment -

or performance obligations to a third party. These guarantees repre-
sent an irrevocable obligation of the Bank to pay the third-party bene-
ficiary upon presentation of the -guarantee and satisfaction of the
documentary requirements stipulated therein, without investigation as
to the validity of the beneficiary’s claim against the customer. Gener-
ally, the term of these guarantees does not exceed four years. The
types and amounts of collateral security held by the Bank for these
guarantees is generally the sanfie as 10r loans.

Credit enba :
The Bank provides partial credit enhancements, in the form of finan-
cial standby letters of credit, to commercial paper conduits, adminis-
tered by the Bank and by third parties. As at October 31, 2005,
these credit enhancements-armounted te $27 million (2004 - $846
million) and are included within standby letters of credit and letters
of guarantee in the above table. The credit enhancernents are
provided to ensure a high investment grade credit rating is achieved
for notes issued by the conduits. Generally, these facilities have a
term of up to one year. No amounts have been recorded in the
Consolidated Balance Sheet with respect to these facilities.

The Bank prowdes backstop liquidity facilities to asset backed
commercial paper conduits, administered by the Bank and by third
parties. These facilities provide an alternative source of financing, in
the event market disruption prevents the conduit from issuing
commercial paper or, in some cases, when certain specified condi-
tions or performance measures are not met. Generally, these facili-
ties have a term of up 1o one year.

The Bank enters into ertten credit derivative contracts under which a
counterparty is compensated for losses on a specified referenced asset,
typically a loan or bond,. if.a default or other defined triggering event
occurs. The Bank also enters into written option contracts under which
a counterparty is granted the right, but not the obligation, 1o sell a
- specified quantity of a financial instrument at a pre-determined price
on or before a set date. These written option contracts are normally
referenced to interest rates, foreign exchange rates or equity prices.
Typically, a corporate or government entity is the counterparty to the

written credit derivative and option contracts that meet the characteris-
tics of guarantees described above. The maximum potential amount of
future payments disclosed in the tabie above relates to written credit
derivatives, puts and floors. However, these amounts exclude certain
derivatives contracts, such as written caps, as the nature of these
contracts prevents quantification of the maximum potential amount of
future payments.

Lar

The Bank’s revclvmg securitization agreements may require payments

'to be made to the trusts under certain limited circumstances. These

guarantees will be outstanding for the remaining term to maturity of
the trusts’ securitization notes, which is on average 16 months. These
payments are contingent on failure to maintain a minimum pool size

due to the occurrence of certain limited predefined events.

ndermnnifications .

In the ordinary course of business, ‘the Bank enters into many contracts
which contain indemnification provisions, such as purchase contracts,
service agreements, trademark licensing agreements, escrow arrange-
ments, sales of assets or businesses, outsourcing agreements, leasing
arrangements, clearing system arrangements, securities lending agency
agreements and structured transactions. In such contracts, the Bank
may indemnify counterparties to the contracts for certain aspects of
the Bank’s past conduct if other parties fail to perform, or if certain
events occur, such as changes in laws and regulations (including tax
legislation), changes in financial condition of third parties, infringe-
ments and breaches of representations and warranties, undisclosed
liabilities, and loss caused by the actions of third parties, or as a result
of litigation claims by third parties. These indemnification provisions
will vary based upon the contract. In certain types of arrangements,
the Bank may in turn obtain indemnifications from other parties to the
arrangement or may have access to collateral under recourse provi-
sions. In many cases, there are no pre-determined amounts or limits
included in these indemnification provisions and the occurrence of
contingent events that will trigger payment under them is difficult to
predict. Therefore, the Bank cannot estimate in all cases the maximum
potential future amount that may be payable, nor the amount of
collateral or assets available under recourse provisions that would miti-
gate any such payments. Historically, the Bank has not made any
significant payments under these indemnities. As at October 31, 2005,
$13 million (2004 - $9 million) was included in other liabilities in the
Consolidated Balance Sheet with respect to indemnifications.
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ihy Other indirect commitments - Securities lending transactions under which the Bank, acting as
In the normal course of business, various other indirect commit- principal or agent, agrees to lend securities to a borrower. The
ments are outstanding which are not reflected on the Consolidated borrower must fully collateralize the security loan at all times.
Balance Sheet. These may include: The market value of the collateral is monitored relative to the
- Commercial letters of credit which require the Bank to honour drafts amounts due under the agreements, and where necessary,
presented by a third party when specific activities are completed; additional collateral is obtained,
- Commitments to extend credit which represent undertakings to - Security purchase commitments which require the Bank to fund
make credit available in the form of loans or other financings for future investments.
specific amounts and maturities, subject to specific conditions; These financial instruments are subject to normal credit standards,

financial controls and monitoring procedures.

The table below provides a detailed breakdown of the Bank’s other indirect commitments expressed in terms of the contractual amounts of
the related commitment or contract which are not reflected on the Consolidated Balance Sheet.

A3 3t October 31 (§ millions) 2005 2004
Commercial letters of credit C o $ 937 | % 849
Commitments to extend credit: . :

Original term to maturity of one year or less : 57,574 67,038

Original term to maturity of more than one year 42,335 37,129
Securities lending ) . 6,675 2,639
Security purchase and other commitments 1,747 1,380
Total _ , , _ $ 109,268 | § 109,035

(1} Amounts relating to variable interest entities are disclosed in Note 6.

{¢} lLease commitments and other executory contracts
Minimum future rental commitments at October 31, 2005, for buildings and equipment under long-term, non-cancellable leases are shown below.

For the year (3 millions)

2006 $ 152
2007 125
2008 102
2009 81
2010 61
2011 and thereafter 194
Total $ 715

Building rent expense, net of rental income from subleases, incltided in the Consolidated Statement of Income was $176 million (2004 ~
$170 million; 2003 - $180 millior).

In addition, the Bank and its subsidiaries have-entered into certain long-term executory contracts relating to outsourced services. The
significant outsourcing arrangements have variable pricing based on utilization and are cancellable with notice.

{dy assets pledged and repurchase agresments i
In the ordinary course of business, securities and other assets are pledged against liabilities. As well, securities are sold under repurchase
agreements. Details of these assets are shown below,

As at October 31 (§ millions) ) ) 2005 2004
Assets pledged to: ‘
Bank of Canada™ ’ C s 25 % 60
Foreign governments and central banks™” 2,799 2,394
Clearing systems, payment systems and depositories'” 1,412 927
Assets pledged in relation to exchange-traded derivative transactions 148 131
Assets pledged as collateral related to securities borrowed, and securities lent 15,883 7.878
Assets pledged in relation to over-the-counter derivative transactions ’ 1,366 2,515
Total assets pledged 21,633 13,905
Securities sold under repurchase agreements 26,032 19,428
Total ) 1% 476651 5 33,333

(1} Includes assets pledged in order to pariicipate in clearing and payment systems and depasitories, 0r 10 have access 1o the facilities of centra! bariks in foreign jurisdictions.

{e} Litigation

In the ordinary course of business, the Bank and its subsidiaries are such matters will be; however, based on current knowledge,
routinely defendants in or parties t0 a number of pending and management does not believe that liabilities, if any, arising from
threatened legal actions and proceedings, including actions brought pending litigation will have a material adverse effect on the

on behalf of various classes of claimants. consolidated financial position, or results of operations of the Bank.

In view of the inherent difficulty of predicting the outcome of
such matters, the Bank cannot state what the eventual outcome of
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22. Financial instruments
{a} Fair value

Fair value amounts represent estimates of the consideration that
would currently be agreed upon between knowledgeable, willing
parties who are under no compulsion to act and is best evidenced
by a quoted market price, if one exists. Many of the Bank’s financial
instrurnents lack an available trading market. Therefore, these
instruments have been valued using, present value or other valuation
techniques and may not necessarily be indicative of the amounts
realizable in an immediate settlemént of the instruments. in addi-
tion, the calculation of estimated fair value is based on market

L CONSOLIDATED FINANCIAL'STATEMENTS

conditions at a specific point in time and may not be reflective of
future fair values.

Changes in interest rates are the main cause of changes in the
fair value of the Bank’s financial instruments. The majority of the
Bank’s financial instruments are carried at historical cost and are not
adjusted to reflect increases or decreases in fair value due to market
fluctuations, including those due to interest rate changes. For those
financial instruments held for trading purposes, the carrying value is
adjusted regularly to reflect the fair value.

The following tabie sets out the fair values of on-balance sheet financial instruments and derivative instruments of the Bank using the valua-
tion methods and assumptions described below. The fair values disclosed do not reflect the value of assets and liabilities that are not consid-

ered finandial instruments, such as land, buildings and equipment.

2005 2004
Total Total Favourable/ Totat Total Favourable/
fair book (Unfavour- fair book {Unfavour-
As at October 31 (3 millions) value value able) value value able)
Assets:
Cash resources $ 20,505  $20,505 § - 1% 17155 § 17,155 % -
Securities 74,618 73,459 1,159 60,127 58,773 1,354%
Loans ‘ 191,856 181,005 951 172,648 171,768 880
Customers' liability under acceptances 7.576 7,576 - ' 7,086 7.086 -
Other i 3,959 3,959 - 4,738 4,738 ~
Liahilities:
Deposits 218,002 217,445 (557) 195,946 185,186 (750)
Acceptances 7.576 7,576 - 7,086 7,086 -
Obligations related to securities sold under
repurchase agreements e 26,032 26,032 - 19,428 19,428 -
Obligations related to securities sold short... - 11,250 11,250 - 7,585 7,585 -
Other 19,072 19,072 - 13,957 13,957 -
Subordinated debentures 2,810 2,597 (213) 2,840 - 2,615 (225)
Capital instrument liabilities 830 750 (80) 2,469 2,250 (219)
Derivatives (Note 23) (149) (137)® . (12) (602) (514y% (88)

(1) This excludes net deferred hedge losses on securities of $109 (2004 - $221).
(2) This represents a net liability. P

The book value of financial assets and financial liabilities held for
purposes other than trading may exceed their fair value due
primarily to changes in interest rates. In such instances, the Bank

Deter
The following methods and assumptions were used to estimate the
fair values of on-balance sheet financial instruments,

The fair values of cash resources, securities purchased under
resale agreements, customers’ liability under acceptances, other
assets, obligations refated 10 securities sold under repurchase agree-
ments, acceptances and other liabilities are assumed to approximate
their carrying values, due to their short-term nature.

does not reduce the book value of these financial assets and finan-
cial liabilities to their fair value as it is the Bank’s intention tc hold
them to maturity.

The fair value of securities is assumed to be equal to the
estimated market value of securities provided in Note 3. The fair
value of obligations related to securities sold short is assumed to be
equal to their book value as they are carried at market value. These
market values are based on quoted prices, when available, When a
quoted price is not readily available, market values are estimated
using quoted market prices of similar securities, or other valuation
technigues.
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The estimated fair value of loans reflects changes in the general
level of interest rates that have occurred since the loans were origi-
nated. The particular valuation methods used are as follows:

- For loans to designated emerging markets, fair value is based on
quoted market prices.

- For floating rate loans, fair value is assumed to be equal to book
value as the interest rates on these loans automatically reprice to
market.

- For all other loans, fair value is determined by discounting the
expected future cash flows of these loans at market rates for
loans with similar terms and risks.

{B} Interest rate risk

The fair values of deposits payable on demand or after notice or
floating rate deposits payable on a fixed date are assumed to be
equal to their carrying values, The estimated fair values of fixed-rate

* deposits payable on a fixed date are determined by discounting the

contractual cash flows, using market interest rates currently offered
for deposits with similar terms and risks.

The fair values of subordinated debentures and capital instru-
ment liabilities are determined by reference to quoted market prices.
When quoted market prices are not available, fair values are
estimated using current market prices for debt with simifar terms
and risks.

The following table summarizes carrying amounts of balance sheet assets, liabilities and equity, and off-balance sheet financlal instruments in
order to arrive at the Bank's interest rate gap based on the earlier of contractual repricing or maturity dates. Yo arrive at the Bank's view of its
effective interest rate gap, adjustments are made to factor in expected mortgage and loan repayments based on historical patterns and

expected repricing of the Bank's treding instruments.

immediately Within Three to One 10 Over Nen-rate

As at October 31, 2005 ($ millions) rate sensitive’” 3 months 12 months 5 years 5 years sensitive Total
Cash resources ) $ 1,085 $ 11414 § 2454 $ 32 % . - % 5520 % 20505
Investment securities : - 150 9,07 1,879 5,139 4,462 2,751% 23,452
Trading securities - 5,205 3,881 9,984 5,225 25,712 50,007
Loans 24,744 91,011 21,160 50,860 3,879 (649> 191,005
Other assets - - - - - 28,056 29,056
Total assets 25,979 116,701 29,374 66,015 13,566 62,390 314,025
Deposits 23,321 126,496 26,076 30,339 2,124 9,089 217,445
Obligations related to securities

sold under repurchase agreements - 24,834 1,198 - - - 26,032
Obligations related to -

securities sold short - 481 925 4,841 3,609 1,384 11,250
Subordinated debentures - - 552 1,545 500 - 2,597
Capital instrument liabilities - - 250 500 - 750
Other liabilities = 4,631 90 - - 35,148% 39,869
Shareholders’ equity - - - - - 16,082 16,082
Total liabilities and

shareholders’ equity 23,321 156,442 28,841 36,975 6,733 61,713 314,025
On-balance sheet gap 2,658 (39,741} 533 29,040 6,833 677 -
Off-balance sheet gap - (7,434) 98 8,423 (1,087) - —
Interest rate sensitivity gap based

on contractual repricing 2,658 (47,175) 631 37,463 5,746 . 677 -
Adjustment to expected repricing 11,176 38,261 (2,259) (24,412) (1,805) (20,961) -
Total interest rate sensitivity gap $ 13,834 $ (8,914) % (1,628) $ 13,051 $ 3,941 $(20,284) % -
Cumulative gap 13,834 4,920 3,292 16,343 20,284 — —
As at Octobar 31, 2004
Total interest rate sensitivity gap $ 4723 § 2872 % (4,498 % 1499 5 1,384 $(19477) % -
Cumulative gap B 4,723 7,595 3,097 18,093 19,477 - -

(1) Represents those financial instruments whose interest rates change concurrently with a change in the underlying interest rate basis, for example, prime rate loans.
(2} This includes financial instruments such as common shares, non-term preferred shares, and shares in associated corporations,

(3} Thisiincludes net impaired loans and the general allowance.
(4) This includes non-financial instruments.

The tables on the following page summarize average effective yields, by the earlier of the contractual repricing or maturity dates, for the
following on-balance sheet rate-sensitive financial instruments (these rates are shown before and after adjusting for the impact of related
derivatives used by the Bank for asset/liability risk management purposes).
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Average effective yields by the earlier of the contractual repricing or maturity dates:

, Unadiusted Adjusted
. Immediately ~ Within Three to One to0 Over
As at Octoper 31, 2005 rate sensitive 3 months 12 moanths 5 vears 5 years Total Total"
Cash resources _ 4.8% 4.0% 5.4% 4.1% -% 4.3% 4.3%
Investment securities® 4.9 4.6 58 5.0 5.8 5.0 5.0
Trading securities ‘ - 4.3 57 6.1 5.7 5.5 5.5
Loans® 6.2 5.1 55 57 7.7 5.5 5.5
Deposits® ‘ © 25 3 32 39 6.3 3.2 3.2
Obligations related to
securities sold under
repurchase agreements®™ - 4.7 7.7 - - 4.8 4.9
Obligations related to
securities sold short : - 30 3.4 4.0 4.7 4.2 4.2
Subordinated debentures” - - 5.5 6.0 8.6 6.4 5.2
Capital instrument liabilities® ' - - - 6.6 73 7.1 7.1
Other liabilities - 3.9 4.0 - - 3.9 3.9
Unadjusted Adjusted
— Immediately Within Three to One to Over
As at October 31, 2004 rate sensitive 3 months 12 months 5 vears 5 years Total Total™
Cash resources 1.2% 3.2% 40% 4.0% -% 3.0% 3.0%
Investment securities” 32 5.7 52 45 6.6 53 5.2
Trading securities - . 3.2 55 45 5.6 46 4.6
Loans® o 54 4.3 54 6.1 8.6 5.2 5.2
Deposits® T "T1e 25 2.6 2.9 4.8 2.5 2.6
Obligations related to :
securities sold under
repurchase agreementst - 4.2 4.2 - - 4.2 4.2
Obligations related to
securities sold short ‘ - 25 27 3.5 4.9 3.9 3.9
Subordinated debentures® - - 2.1 6.2 8.6 6.3 5.0
Capital instrument liabilities™ - - — 6.6 6.7 6.7 6.7

(1) After adjusting for the impact of related derivatives.

(2) VYields are based on book values and contraciual interest or stated dividend rates adjusted for amontization of premiums and discounts. Yields on tax-exempt securities
have not been computed on a taxable equivalent basis.

(3) Yields are based on book values, net of allowance for credit losses, and contractual interest rates, adjusted for the amoertization of any deferred income.

(4)" Vields are'based on book valugs aid contractudl rates. A T e

(¢} Credit exposure

The following table summarizes the credit exposure of the Bank to businesses and governments, net of the allowance for credit losses.

2005 2004
Loans and Derivative Other

As at September 30 (§ milions) ) [T acteptances’” instruments™ exposures™ Total Total
By sector: S R
Resource and manufacturing, excluding automotive $ 18,409 3 536 ¢ 4565 {$ 23510 $ 22,853
Finance and government - -~ : 11,061 10,212 3,32% 24,594 26,858
Other 36,617 1,741 8,461 46,819 45,208
Total - - $.-66,087 $ 12,489 $ 16,347 $ 94,923 $ 94919

General allowance™® . . 1,308 1,355
’ ' $ 93,615 $ 93,564

By geography*:

Canada . $ 29,867 $ 6,316 $ 5801 $ 41,984 § 40,747
United States . ' 8,723 2,948 7,693 19,364 21,341
Other International 27,497 3,225 2,853 33,575 32,831
Total $ 66,087 § 12,489 $ 16,347 $ 94,923 $ 94,919
General allowance®™® 1,308 1,355

$ 93,615 1 $ 93,564

Excludes securities purchased under resale agreements.

Derivative instruments and general allowance are as at October 31.

Comprises guarantees and letters of credit.

The remaining $22 (2004 - $20) of the $1,330 (2004 - $1,375) general allowance relates 1o loans other than business and government loans.
Geographic segmentation is based upon the location of the ultimate risk of the credit exposure.
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{d} Anticdipatory hedges

In its normal course of business, the Bank may decide to hedge expenses and planned deposit campaigns. As at October 31, 2005,
anticipatory transactions such as future foreign revenues and and 2004, there were no material anticipatory hedges outstanding.

23, Derivative instruments
{a} Notional amounts

The following table provides the aggregate notional amounts of off-balance sheet derivative instruments outstanding by type and segregated
between those used by the Bank in its dealer capacity (Trading) and those used in the Bank’s asset/liability risk management process (ALM).
The notional amounts of these contracts represent the derivatives volume outstanding and do not represent the potential gain or loss associ-
ated with the market risk or credit risk of such instruments. The notional amounts represent the amount to which a rate or price is applied to
determine the amount of cash flows to be exchanged. Other derivative contracts - other includes precious metals other than gold, and base
metal derivatives.

‘ 2005 2004
As at October 21 (§ miliions) Trading ALM Total Trading ALM Total

Interest rate contracts

Exchange-traded: o
Futures $ 58526 $ 13,647 i$ 72,173 § 45,226 $ 14,744 § 59,370
Options purchased 8,568 - 8,568 14,838 - 14,838
Options written - — - 4,454 — 4,454

67,094 13,647 80,741 64,518 14,744 79,262
Over-the-counter; s .

__Forward rate agreements . . 18,174 9,735 27,909 45,628 14,440 60,068
Swaps . 357,252 58,673 415,925 388,839 83,436 472,275
Options purchased 21,978 4,751 26,729 31,714 4,601 36,315
Options written 28,952 648 29,600 39,317 914 40,231

426,356 73,807 500,163 505,498 103,391 608,889
Total - - $493,450 - - $ 87,454 % 580,904 $570,016 $118,135 $ 688,151

Foreign exchange and gold contracts

Exchange-traded:

Futures $ 4753 % - i$ 47531 % 2964 § -3 2,964

Options purchased 7 - 7 14 - 14

Options written ' 6 - 6 3 - 3

. 4,766 - 4,766 2,981 - 2,981
Over-the-counter:

Spot and forwards 176,525 6,819 183,344 177,699 5,391 183,090

Swaps 49,745 11,818 61,563 41,217 11,429 52,646

Options purchased 2,200 - 2,200 2,896 - 2,896

Options written 2,146 - 2,146 2,831 - 2,831

] 230,616 18,637 249,253 224,643 16,820 241,463

Total $235382 § 18637 % 254,019 | $227,624 $ 16,820 $ 244,444

Other derivative contracts
Equity: over-the-counter 3 24,151 $ 3322 i$ 274731 3 20,471 $ 2770 § 23241
Credit: over-the-counter 20,154 938 21,092 17,875 940 18,815
Other ’ 2,840 - 2,840 2,583 31 2,614

Total . $ 47145 § 4260 % 51,405 $ 40,929 $ 3,741 $ 44,670
Total notional amounts outstanding $775977  $110,351 '$ 886,328 | $838,569 $138,696 $ 077,265

124 Scotiabank 2005 Annual Report



 CONSOUIDATED FINANCIAL STATEMENTS.

(b} Remaining lerm to maturily

The following table summarizes the remaining term to maturity of the notional amounts of the Bank’s derivative instruments by type:

Within Cne t0 Over
As at October 31, 2005 {$ millions) 1 year 5 years 5 years Total
Interest rate contracts
Futures $ 57,910 § 14,263  § -i$ 72173
Forward rate agreements 25,914 1,995 - 27,909
Swaps . 131,818 206,683 77,418 415,925
Options purchased . 22,538 12,302 457 35,297
Options written . . 14,974 11,947 2,679 29,600
i 253,154 247,196 80,554 580,904
Foreign exchange and gold contracts
Futures 3,529 1,224 - 4,753
Spot and forwards 173,778 8,315 1,251 183,344
Swaps - S 13,372 27,105 21,086 61,563
Options purchased S 1,897 310 - 2,207
Options written 1,922 230 - 2,152
194,498 37,184 22,337 254,019
Other derivative contracts -
Equity i 20,021 6,994 458 27,473
Credit h T N 5,379 15,304 409 21,092
Cther C o 2,599 241 ~ 2,840
. : ) 27,999 22,539 867 51,405
Total - $475,651 $ 306,919 $103,758 |{$ 886,328
e _ _ o Within Oneto | Cver
As at October 31, 2004 (3 millions ST ’ ) ) | year 5 years 5 years Total
Interest rate contracts ~ :
Futures ' $ 41,085 $ 18,83 ¢ - $ 59970
Forward rate agreements : ‘ 59,553 515 - 60,068
Swaps ' 183,124 217,656 71,495 472,275
Options purchased . 34,294 15,789 1,070 51,153
Options written ’ A ' T 24,370 17,573 2,742 44,685
’ ‘ o . 342,426 270,418 75,307 688,151
Foreign exchange and gold contracts .
Futures o 2,253 711 - 2,964
Spot and forwards . . i 169,124 13,097 869 183,090
Swaps 9,590 28,552 14,504 52,646
Options purchased = 7~ _ ST . 2,328 582 - 2,910
Options written S : ‘ 2,369 465 - 2,834
185,664 43,407 15,373 244,444
Other derivative contracts :
Equity : 17,485 5,603 153 23,241
Credit _ 5,474 13,081 260 18,815
Other ‘ T C 2,407 207 - 2,614
: R 25,366 18,891 413 44,670
Total - o ' $ 553,456 $332,716 $ 91,093 § 977,265
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{¢} Creditrisk

As with on-balance sheet assets, derivative instruments are subject
to credit risk. Credit risk arises from the possibility that counterpar-
ties may default on their obligations to the Bank. However, whereas
the credit risk of on-balance sheet assets is represented by the prin-
cipal amount net of any applicable allowance for credit losses, the
credit risk associated with derivatives is normally a small fraction of
the notional amount of the derivative instrument. Derivative
contracts generally expose the Bank to credit loss if changes in
market rates affect a counterparty’s position unfavourably and the
counterparty defaults on payment. Accordingly, credit risk of deriva-
tives is represented by the positive fair value of the instrument.
Negotiated over-the-counter derivatives often present greater
credit exposure than exchange-traded contracts. The net change in

the exchange-traded contracts is normally settled dally in cash with
the exchange. Holders of these contracts look to the exchange for
performance under the contract.

The Bank strives to limit credit risk by dealing with counterparties
that it believes are creditworthy, and manages its credit risk for deriv-
atives through the same credit risk process applied to on-balance
sheet assets.

The Bank pursues opportunities to reduce its exposure to credit

" losses on derivative instruments. These opportunities include entering

into master netting arrangements with counterparties, The credit risk
associated with favourable contracts is eliminated by a master
netting arrangement to the extent that unfavourable contracts with
the same counterparty are not settled before favourable contracts.

The following table summarizes the credit exposure of the Bank's derivatives. The credit risk amount (CRA) represents the estimated replace-
ment cost, or positive fair value, for all contracts without taking into account any master netting or collateral arrangements that have been

made. The CRA does not reflect actual or expected losses.

The credit equivalent amount (CEA) is the CRA plus an add-on for potential future exposure. The add-on amount is based on a formula
prescribed in the Capital Adequacy Guideline of the Superintendent. The risk-weighted balance is the CEA multiplied by counterparty risk factors
prescribed by this Guideline. Other derivative contracts — other includes precious metals other than gold, and base metal derivatives.

2005 2004
Credit
: Credit risk Potential equivalent Risk- Credit risk Risk-
Notional * amount future amount weighted amount weighted
. arnount (CRA) exposure (CEA) balance {CRA} bakance
As at October 31 ($ millions) (a) (b) (@) + (o}
Interest rate contracts ' -
Futures $ 72,173 % - 3 - 3 - % ) - 3 -
Forward rate agreements 27,909 6 1" 17 5 31 13
Swaps 415,925 3,798 1,943 5,741 1,351 5,974 1,829
Options purchased 35,297 240 69 309 69 366 108
Options written 29,600 - - - - - -
. 580,904 4,044 2,023 6,067 1,425 6,371 1,950
Foreign exchange and gold contracts - :
Futures 4,753 - - - - - -
Spot and forwards 183,344 3,372 2,003 5,375 1,532 4,757 2,076
Swaps 61,563 3,863 3,071 6,934 1,860 3,437 1,644
Options purchased 2,207 47 34 81 32 93 52
Options written 2,152 - - -~ - - -
254,019 7,282 5,108 12,390 3,424 8,287 3,772
Other derivative contracts
Equity ' 27,473 922 1,687 2,609 806 408 564
Credit -+ 21,092 173 1,306 1,479 484 139 289
Other 2,840 68 199 267 97 138 118
51,405 1,163 3,192 4,355 1,387 685, ) 971
Total derivatives $ 886,328 3 12,489 § 10,323 $ 22,812 $ 6,236 $ 15,343 $ 6,693
Less: impact of master netting
agreements 6,529 3,805 10,334 2,358 8,039 2,745
Total $ 5960 $ 6518 § 12,478 $ 3,878 § 7,304 $ 3,948

1286 Scotiabank 2005 Annual Report




ONSOLIDATED FINANCIAL STATEMENTS -

{d} Fair value

Fair values of exchange-traded derivatives are based on quoted market and yield curve or volatility factors underlying the positions.

prices. Fair values of over-the- counter (OTC) derivatives are determined The determination of the fair value of trading derivatives
using pricing models, which take into account current market and includes consideration, on a portfolio basis, of customer credit risk
contractual prices of the underlying instruments, as well &s time value and ongoing direct costs over the life of the instruments.

The following table summarizes the-fair value of derivatives segregated by type and segregated between trading and those derivatives used in
the Bank’s asset/liability risk management process (ALM). -

2005 2005 2004
RN - - Average fair valye' : Year-end fair value ‘Year-end tair value
As at Qctober 31 (3 millions) : Fe?vourable Unfavourable Favourable Unfavourab|e Favourable Unfavourable
Tating — ‘
Interest rate contracts S ) ) )
Forward rate agreements o s 19§ 7 0% 2 3 6 3 PI 14
Swaps - 4,862 4,553 3,501 3,432 5,554 4,742
Options 290 346 224 264 345 452
R - 5,171 4,906 3,727 3,702 5,925 5,208
Foreign exchange and gold contracts ‘ o :
Forwards 3,701 3,559 3,327 3,263 4,701 4,668
Swaps " - . 3,262 - 2,636 . +3,630 2,833 3,048 2,861
Options Ca 59. 91 o 47 675, 93 129
i 7,022 6,286 . 7,004 . - 6,163 |- 7,842 7,658
Other derivative contracts
Equity 483 962 657 838 172 795
Credit . S e 27 289t 1667 415 121 237
Other 91 101 68 75 138 156
701 1,362 | 891 1,328 431 1,188
Trading derivatives’ market valuation . . . ... $.12,894 % 12554 1§ 11,622 $ 11,193 § 14,198 § 14,054
Interest rate contracts ' }
Forward rate agreements i, $ 4 4 4 $ s 3 5
Swaps -~ ) o - 297 351 420 486
Optlons . . 16 8 21 -
S PP L Lo v 363 T; PeY
Forelgn exchange and gold’ contracts i i ' o ‘
Forwards ‘ . 45 68 56 189
Swaps PR . . 233 982 389 1,197
Options R ’ N = - ~ -
o 278 1,050 445 1,386
Other derivative contracts
Equnty . . A . B P S 265 . 27 236 &
Credit R - R ST - cee 7 . 5 18 ‘ 2
Other o - - - -
' 272 32 254 14
Total ALM derivatives’ market valuation $ 87 $ 14457 $ 1,145 § 1,891
Total gross fair values before netting - - - 1§ 12,489  $ 12,638 $ 15,343 $ 15,945
Less: impact of master netting-agreements i 6,529 - 6,529 8,039 8.039
Total derivatives’ market valuation - $. 5960 .$ 6,109 $ 7,304 $ 7,906

(1) The average fair value of trading derivatives’ market valuation for the year ended October 31, 2004 are: favourable $13,972 and unfavourable $13,516. Average fair
value amounts are based on month-and balances.

{2) The changes in the fair values of these derivative financial instruments wholly or pama\ly o*fset the changes in the fair values of related on-balance sheet financial instru-
ments, specific firm commitments or forecasted tra| nsactions.

E )
o
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24, Acquisitions
{2} Grupo Financiers Scotiabank inverlat, Maxico

On April 30, 2003, the Bank increased its ownership in Grupo
Financierc Scotiabank Inverlat to 91%. The purchase price for the addi-
tional 36% was $465 million, which was paid in cash. This transaction
resutted in increases in goodwill of $62 million, other intangible assets
of $16 million, and net positive fair value adjustments to other assets

{h} Other

During the year, the Bank completed three acquisitions: Banco de
Comercio in El Salvador; Waterous & Co., a global oil and gas
energy acquisition and divestiture advisory firm; and, the
business of Pan American Financial, a mortgage originator in
Puerto Rico.

These purchases did not have a material effect on the Bank’s
consolidated financial results for the fiscal year or the consolidated
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of $12 million, as well as a reduction in non-controlling interest in
subsidiaries of $375 million.

‘On March 23, 2004, the Bank paid an additional $59 million in
cash to increase its ownership in inverlat to 97%. No goodwill or other
intangible assets were recognized on this transaction.

financial position. Total goodwill of $227 million and other intangible
assets of $24 million have been recorded in the Consclidated
Balance Sheet [refer to Note 8]. This amount may be refined as the
Bank completes its valuation of the assets acquired and liabilities
assumed.




[ALSTATEMENTS

25, Reconcdliation of Canadian and United States generally arcepted sccounting principles (GAAP)

The consolidated financial statements of the Bank have been prepared

in accordance with Canadian GAAP. The significant measurement

differences between Canadian and U.S. GAAP affecting the consoli-
dated financial statements are as follows:

Net income

For the vear ended October 31 ($ millions) 2005 20047 20030
Net income based on Canadian GAAP $ 3208 I $ 2908 § 2422
Employee future benefits (a) (16) 1 31
Restructuring costs (b) 2) (23) {4)
Transfers of loans () (8) 21 (32)
Derivative instruments and hedging activities (d} (N 60 248
Unrealized gains (losses) on securities reclassified as trading (d) (7) 55 7
Conversion of loans into debt securities (g) 86 39 1
Available-for-sale securities (e) 45 81 95
Computer software (f (22) (29) 14
Liabilities and equity (g) - 14 47
Other - 10 (1)
Tax effect of above differences (21) (49) (81)
Net income based on U.S. GAAP $ 3263 ! & 3046 § 2747
Preferred dividends paid and other (25) (30) (62)
Net income available to common shareholders based on U.S. GAAP $ 3238 | § 3016 § 2685
Earnings per common share based on U.S. GAAP (in dollars)®®:

Basic $ 3.24 $ 2.99 3 2.66

Diluted $ 320 1§ 294 § 262

(1) Certain comparative amounts have been retroactively restated for new CICA accounting requirements relating to the distinction between equity and liability instruments

{refer to (Q)].

{2y Amounts have been retroactively adjusted to reflect the stock dividend paid April 28, 2004, of one commaon share for each issued and outstanding common share. The

stock dividend had the same effect as a two-for-one stock split.
{3y Earnings per share caiculations are based on full gollar and share amounts.

(a) Employee future benefits

Canadian and U.S. accounting standards for employee future benefits
are substantially consistent; however, there continues to be a differ-
ence in the charge to income between Canadian and U.S. GAAP,
principally due to differences in the amortization of the transitional
amounts resulting from differing adoption dates of those standards,
and differences in the treatment of the pension valuation allowance.

Canadian GAAP requires recognition of a pension valuation
allowance for any excess of the prepaid benefit expense over the
expected future benefit. Changes in the pension valuation allowance
are recognized in the Consolidated Statement of Income. U.S. GAAP
does not permit recognition of a pension valuation allowance.

U.S. GAAP requires the excess of any unfunded accumulated
benefit obligation (with certain other adjustments) to be reflected
as an additional minimum pension liability in the U.S. GAAP
Consolidated Balance Sheet with an offsetting adjustment to
intangible assets to the extent of unrecognized prior service costs,
with the remainder recorded in other comprehensive income.

(b) Restructuring costs

Under Canadian GAAP. restructuring costs incurred for activities initi-
ated prior to April 1, 2003, were accrued as liabilities provided that a
restructuring plan detailing all major actions to be taken had been
approved by an appropriate level of management, and significant
changes to the plan were not likely. Under U.S. GAAP, for activities
initiated prior to January 1, 2003, additional criteria were required to
have been met prior to accrual, including that certain restructuring
costs be incurred within one year from the date of approval of the
restructuring plan; the accruals recorded under Canadian GAAP for
certain planned restructuring ¢osts not incurred within the one-year
time limit were reversed under U.S. GAAP and the costs are
expensed as incurred. For restructuring costs incurred for activities
initiated after March 31, 2003, Canadian and U.S. GAAP are
consistent.

{c) Transfers of loans through securitizations
Effective July 1, 2001, the Bank adopted a new Canadian

-accounting guideline for transfers of loans on a prospective basis.

This guideline is consistent with the U.S. standard for transfers of
loans adopted on April 1, 2001,

Prior to the adoption of the new Canadian guideline, transfers of
loans were treated as sales under Canadian GAAP when the significant
risks and rewards of ownership were transferred. Gains on transfers of
loans were recognized immediately, unless there was recourse to the
Bank in excess of expected losses, in which case the gains were consid-
ered unrealized and deferred until they were collected in cash and
there was no recourse to that cash. Under U.S. GAAP, gains on trans-
fers of loans that qualify as sales are recognized in income at the time
of sale. There will continue to be differences in Canadian and U.S.
GAAP income until the deferred gains related to assets securitized prior
to July 1, 2001 have all been recognized in Canadian GAAP income.

Prior to the harmonization of Canadian and U.S. GAAP, some
transfers of assets did not qualify for sale accounting under U.S.
GAAP. These transfers have been accounted for as secured lending
arrangements under U.S. GAAP. This results in the assets remaining
on the U.S. GAAP Consolidated Balance Sheet and in the net spread
being recognized in U.S. GAAP income over the term of the loans
rather than immediate recognition of a gain.

(d) Derivative instruments and hedging activities

Under Canadian GAAP, the Bank accounts for derivative instruments
held for asset/liability management purposes on an accrual basis if
they qualify for hedge accounting. Derivative instruments held for
asset/liability management purposes which do not meet hedge
accounting criteria and thaose held for trading purpases are accounted
for at fair value with changes in fair value recognized in income.

U.S. GAAP requires all derivative instruments to be recognized at
fair value in the Consolidated Balance Sheet. U.S, GAAP restricts the
types of transactions that qualify for hedge accounting and contains
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guidance on measuring hedge effectiveness. The change in fair value of
a derivative instrument designated as a fair value hedge is offset in U.S.
GAAP income against the change in the fair value of the hedged item
relating to the hedged risk. The change in fair value of a derivative
instrument designated as a cash flow hedge is recorded in other
comprehensive income until the revenues or expenses relating to the
hedged item are recorded in income. Hedge ineffectiveness and
changes in the fair value of derivative instruments that do not qualify as
hedges are recognized in income as they arise. The Bank has recorded
an after-tax loss of $5 million (2004 - after-tax loss of $17 million; 2003
~ after-tax loss of $19 million), which represents the ineffective portion
of designated hedges. Prior to 2004, certain foreign currency funding
transactions that were designated as hedges for Canadian GAAP did
not meet the strict U.S. GAAP hedge criteria. Therefore, the change in
the fair value of these transactions has been recognized in U.S. GAAP
income.

U.S. GAAP also requires derivative instruments embedded in
financial instruments that are not clearly and closely related to their
host instrument to be separated and recorded at their fair value. If an
embedded derivative cannot be separated, the entire financial instru-
ment is recorded at fair value. Certain securities with embedded deriva-
tives were reclassified from available-for-sale to trading securities. Under
Canadian GAAP, these securities are classified as investment securities.

The Bank has fair value hedges of interest rate risk relating to its
fixed rate instruments in addition to cash flow hedges of its variable
rate instruments. The Bank expects to reclassify $7 million (2004 -
$10 million; 2003 - $(11) million) of after-tax gains/losses) from
accumulated other comprehensive income to earnings as a resutt of
its cash flow hedges within-the next twelve months. As at October
31, 2005, 2004 and 2003, the maximum term of cash flow hedges
was less than 10 years.

(e) Securities

U.S. GAAP requires securities to be classified as either trading, held to
maturity or available for sale. The Bank has classified all investment
securities as available for sale under U.S. GAAP (other than those
reclassified to trading on adoption of the U.S. accounting standard on
derivative instruments and hedging activities as discussed in (d) above),
which are carried on the Consolidated Balance Sheet at their fair value.
Other-than-temporary declines in the fair value of available-for-sale
securities are recognized in U.S. GAAP income based on market values,
declines in fair values are generally presumed to be other than tempo-
rary if they have persisted over several quarters. Both investment
securities and trading securities are required to be accounted for on &
trade date basis in the Consolidated Statement of Income and
Consolidated Balance Sheet.

Under U.S. GAAP, unrealized gains and losses on available-for-
sale securities, net of related income taxes, are recorded in other
comprehensive income until realized, except for the unrealized gains
and losses on hedged available-for-sale securities, which are recorded
in U.S. GAAP income.

Under Canadian GAAP securitiés are classified as either trading
or investment. The Bank carries investment securities at amortized
cost. Other-than-temporary declines in the value of investment secu-
rities are recorded in income based on net realizable values; dedlines
in fair values are generally presumed to be other than temporary if
conditions indicating impairment have persisted for a more
prolonged period of time than under U.5. GAAP. Investment securi-
ties and trading securities are accounted for on a settlement date
basis in the Consolidated Balance Sheet and on a trade date basis in
the Consolidated Statement of Income.

Under Canadian GAAP, debt securities acquired in a loan restruc-
turing prior to May 1, 2003 were recorded at net book value. Under
U.S. GAAP the debt securities are recorded at their fair value with
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the difference between the carrying value of the loans and the fair
value of the debt securities acquired recorded in income. For debt
securities acquired in a loan restructuring after April 30, 2003, Cana-
dian and U.S. GAAP are consistent.

(f) Computer software

U.S. GAAP requires qualifying software costs to be capitalized and
depreciated over the useful life of the software. Prior to November 1,
2003, these costs were expensed.as incurred under Canadian GAAP.
For software costs incurred after November 1, 2003, Canadian and
U.S. GAAP are consistent.

(g) Liabilities and equity

Under Canadian GAAP effective November 1, 2004, the Bank
retroactively adopted, with restatemerit of prior periods, a new
pronouncement amending the accounting for certain financial
instruments that have the characteristics of both a liability and
equity. Details are provided in Notes 1 & 13. There was no corre-
sponding change in U.S. GAAP. As a result of the chiange in Cana-
dian GAAP, the Bank has rediassified its reconciliation of net income
for 2004 and 2003. The dividends paid on the preferred shares
issued directly by the Bank that have retroactively been reclassified
as interest expense under Canadian GAAP continue to be recorded
in shareholders’ equity under U.S. GAAP.

Under Canadian GAAP the preferred shares issued by Scotia Mort-
gage Investment Corporation are recorded as capital instrument liabili-
ties whereas under U.S. GAAP these are recorded as non-contreliing
interest in subsidiaries. As well, under Canadian GAAP, the Scotiabank
Trust Securities issued by BNS Capital Trust and, prior to November 1,
2004, the Scotiabank Trust Securities issued by Scotiabank Capital Trust
are recorded as capital instrument liabilities. Under U.S. GAAP, these
instruments are recorded as non-controlling interest in subsidiaries
except that effective October 31, 2004, the Scotiabank Trust Securities
issued by Scotiabank Capital Trust are recorded as deposit liabilities as a
result of implementing the VIE accounting standard. Effective November
1, 2004 and on a prospective basis, Canadian and U.S. GAAP are
consistent in accounting for the Scotiabank Trust Securities issued
by Scotiabank Capital Trust. '

(h) Guarantees

Effective February 2003, the Bank adopted a Canadian guideline on
disclosure of guarantees, as set out in Note 21. The U.S. standard is
consistent with this Canadian guideline, except that it also requires
recognition of a liability for the fair value of the obligation assumed at
the inception of the arrangement for guarantees issued or modified
after December 31, 2002,

The fair value under U.S. GAAP for guarantees at October 31, 2005
amounted to $304 million (2004 — $268 million). The amount excludes
derivative instruments meeting the Canadian GAAP definition of guar-
antees, the fair value of which is included in the amounts disclosed in
Note 23.

(i) Variable interest entities (VIEs)
Under U S. GAAP VIEs created after January 31, 2003 are required to
be consolidated where the Bank is the primary beneficiary; there is no
material measurement difference between Canadian and U.S. GAAP
affecting the consolidated financial statements as a result of this
requirement. For the remaining VIEs, the accounting on a U.S. GAAP
basis is effective October 31, 2004. Under Canadian GAAP, the Bank
prospectively adopted, on November 1, 2004, a new guideline on the
consolidation of VIEs, which, apart from the difference in effective
dates, is harmonized with U.S. GAAP.

The following material adjustments were made to the U.S. GAAP
Consolidated Balance Sheet in 2004, as a result of consolidating VIEs
under U.S. GAAP as at October 31, 2004; $4,854 million addition to
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investment securities/available-for-sale,. $2,746 million addition to loans
and $7.624 million addition to other liabilities. There were no differ-
ences in 2005 relating to the consolidation of VIEs under U.S. GAAP.

(i) Non-cash coliateral

Under Canadian GAAP, non-cash collateral recéived as part of secu--

rities lending transactions is not recognized in the Consolidated
Balance Sheet. Under U.S. GAAP, collateral received for transactions
where the Bank lends securities as principal is accounted for as a
secured borrowing in the Consolidated Balance Sheet.

The adjustment for non-cash collaterat received in securities
lending transactions resulted in an addition to other assets of
$6,969 million (2004 ~ $2,822 million)-and an addition to other
liabilities of $6,969 million (2004 — $2,822 million).

(k) Comprehensive income )
U.S. GAAP requires a statement of comp(ehens ve income to be

-
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included in the financial statements. Comprehensive income
includes net income and all changes in"equity, net of taxes, for the
period except those resulting from investments by and distributions
to shareholders. Comprehensive income also includes the foreign
currency translation adjustments arising from the consolidation of
subsidiaries where the functional currency is other than the
reporting currency, Under Canadian GAAP, there is no current
requirement 1o present a'statement of comprehensive income, and
the foreign currency translation adjustments pertaining to net
investments in foreign subsidiaries are presented in cumulative
foreign currency translation in the Consclidated Balance Sheet.

() Non-controlling interest in subsidiaries
Under U.S. GAAP, non-controlling interest in subsidiaries is
presented separately.

For the year ended October 31 ($ millions) ° 2005 2004 2003
Net income based on U.S. GAAP $ 3263:$ 3046 $ 2,747
Qther comprehensive income, net ‘of. income taxes: e
Change in unrealized gains and losses on available-for-sale securities, net of hedging activities™ @1l 101 434
Change in unrealized foreign. currency transiation gains and losses, net of hedging actuvmesﬂ' (178) (705) (1,295)
Change in gains and losses on dertvat«ve instruments designated as cash flow hedges®™ ' 9 (8 24
Change in additional mlmmum penSlon liability ' (29) 16 (17)
Total other comprehensive i mcome $ (4091 % {596) $  (854)
Total comprehensive income $ 28541% 2450 § 1,893
Accurmilated other comprehensive incorne
For the year ended October 31 ($ millions) ‘ 2005 2004 2003
Unrealized qains and losses on available-for-sale securitieé, net of hedging activities $ 860 i$ 1,071 3§ 970
Unrealized foreign currency translation gains and losses, net of hedging activities . (2,075) (1,897) (1,192)
Derivative instruments ‘ v . an (26) (18)
Additional minimum pension liability £ (41) (12) (28)
Total accumulated other comprehensive income $ (1,273)i $ (864) 3  (268)

(1) Net of income tax berefit of $112 (2004 - expense of $115; 2003 ~ expense of $199).

{(2) Net of income tax of nil (2004 - benefit of $1, 2003 - expense of $25)

{3} Net of income tax expense of $3 (2004 - expense of $1; 2003 - expense of $13).
4y Net of income 1ax benefit of $16 (2004 - expense of $7; 2003 - benefit of $8).

Stock-h . P' -forma ¢

For U.S. GAAP purposes, the- Ba'lk accounted for stock optlons the fair value of stock opti,dns ona pfospecfive basis. All stock-based

issued prior to November 1, 2002 using the intrinsic value based -
method, which did not result in.a compensation expense to the
Bank. Effective November 1, 2002, the Bank commenced expensing

compensation awards are accounted for consistently under both
Canadian and U.S. GAAP subsequent to that date.

U.S. GAAP requires pro-formia disclosdre of net'income and earnings per share as lf the fair-value-based method had been applied retroac-
tively, as detailed below: s

For the year ended October 31 (§ millions) 2005 2004 2003
Net income, as reported $ 3,2631{% 3046 § 2,747
Pro-forma fair value of stock options not previously expensed : - 21 32
Pro-forma net income v ' $ 326335 3025 $ 2,715
Earnings per share™;
Basic, as reported $ 3.24 13 299 $§ 2.66
Basic, pro-forma 3 324 1'% 297 § 2.63
Diluted, as reported $ 320 {3 294 % 2.62
Diluted, pro-forma $ 320 ;5 292 § 2.59

(1) Amounis have been retroactively adjusted to reflect the stock dividend paid April 28, 2004, of one common share for each issued and outstanding common share.
The stock dividend had the same effect as a two-for-one stock split.
(2} Earrungs per share calculations are based on full doliar and share amounts.
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In determining the pro-forme disclosures above, the fair value of options. The fair value of the fiscal 2002 employee stock option grants
options granted is estimated as at the date of grant using an option was $7.06%. Significant assumptions for 2002, were as follows:

pricing model. The fair value is then amortized over the vesting period. (i) risk-free interest rate of 5.2%, (i) expected option life of 6 years;
As a result of the retroactive attachment of Tandem SARs to the 2002 (iil) expected volatility of 30%; and (iv) expected dividends of 2.7%.
employee stock option grants, the 2003 and 2004 pro-forma disclo- By the end of fiscal 2004, all stock options issued prior to

sures do not reflect a fair value expense for these employee stock November 1, 2002, were fully amortized.

{ondensed cons

o)
P

’ 2005 ] ~ 2004
Canadian u.s. Canadian us.
As at Octeber 31 (§ millions) GAAP Adjustments GAAP GAAP Adjustments GAAP
Asse1s
Cash resources $ 20,505 $ - $ 20,505 $ 17,155 $ 94" § 17,249
Securities
Investment/Available-for-sale 23,452 6504 24,102 15,717 5,689t 21,406
Trading 50,007 564 50,063 43,056 79de 43,135
Loans 191,005 674 191,679 171,768 3,877¢ 175,645
Derivative instruments . 11,622 1,366¢ 12,988 14,198 1,456% 15,654
Other 17,434 6,587 24,021 17,318 2,129% 19,447
$314,025 $ 9,333 $323,358 $279,212 $ 13,324 $292,536
L ¢ eGuty
Liabilities
Deposits $217,445 $ 717¢¢  $218,162 $195,196 $ 2,736+ $197,932
Derivative instruments 11,193 1,911¢ 13,104 14,054 2,213 16,267
Other 65,652 5,954 71,606 49,832 8,933¢ 58,765
Non-controlling interest in subsidiaries 306 (306)¢" - 280 (280) -
Subordinated debentures 2,597 52¢ 2,649 2,615 66¢ 2,681
Capital instrument liabilities 750 (750)¢ - 2,250 (2,250)% C -
$ 297,943 $ 7,578 $ 305,521 $264,227 $ 11,418 § 275,645
Non-controlling interest in subsidiaries $ - ¢ 1,056+ § 1,056 $ -~ § 1,080 § 1,030
Shareholders’ equity
Capital stock .
Preferred shares $ 600 % - $ 600 | $ 300 $ - $ 300
Common shares and contributed surplus 3,317 - 3,317 3,229 - 3,229
Retained earnings 14,126 11@® 14,137 13,239 43)™ 13,196
Cumulative foreign currency translation (1,961) 1,961* - (1,783) 1,783 -
Accumulated cther comprehensive income - {1,273)" (1,273) - (864)® (864)
$ 16,082 $ 695 $ 16,781 § 14,985 $ 8§76 $ 15,861
_§;§_14',025 $ 9,333 $323,358 $279,21_2_‘ $ 13,324 $292,536

Note references refer to GAAP differences described above.

(1) Refertoa b, ¢ d e fhj (4) Refertoa, d, e, k. (7) Refertoa, b, ¢ d e f.

(2} Refertoa b, ¢ d e b, | (5 Refertoa b c defhil] (8) Refertoa d, e k.

(3) Refertoa b, c d e f. (6) Refertos b c d e h i}

Faure UG ¢ ting ¢ &

in December 2004, the U.S. Financial Accounting Standards Board received in exchange for an award linked tn the Bank’s common
issued a new standard amending the accounting for stock-based shares. The requirements of this standard will be effective for the Bank
compensation. This standard requires the use of a fair-value-based beginning November 1, 2005. The transition approach and impact of
method to measure and account far the cost of employee services this change for the Bank has not yet been determined.
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